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• 6PDOO�EXVLQHVV�OHQGLQJ��WUDGLWLRQDOO\�D�VHJPHQW�LQ

ZKLFK� VPDOO� EDQNV� KDYH� HQMR\HG� FRPSDUDWLYH

DGYDQWDJHV�� LV� UHFHLYLQJ� JUHDWHU� IRFXV� IURP

ODUJHU�EDQNV�DQG�QRQEDQN�ILQDQFLDO�FRPSDQLHV�

• 6RPH� LQVXUHG� LQVWLWXWLRQV� DUH� EHJLQQLQJ� WR� UH�

WKLQN� WUDGLWLRQDO� DSSURDFKHV� WR� VPDOO�EXVLQHVV

ORDQ� XQGHUZULWLQJ� WR� LQFOXGH� WKH� XVH� RI� FUHGLW

VFRULQJ�PRGHOV�

• 7KH�XVH�RI�VPDOO�EXVLQHVV�OHQGLQJ�FUHGLW�VFRULQJ

PRGHOV��ZKLOH�SURYLGLQJ�EDQNV� RSSRUWXQLWLHV�IRU

XQGHUZULWLQJ� DQG� VHUYLFLQJ� HIILFLHQFLHV�� FDUULHV

ZLWK�LW�D�QXPEHU�RI�SRWHQWLDO�ULVNV�

%DFNJURXQG

$V�RI�������WKHUH�ZHUH�PRUH�WKDQ���

PLOOLRQ�VPDOO�EXVLQHVVHV�LQ�WKH�8�6��

PDNLQJ�WKLV�D�YHU\�DWWUDFWLYH�SRWHQ�

WLDO� PDUNHW� IRU� OHQGHUV�� � 6PDOO�
EXVLQHVV� OHQGLQJ� KDV� EHHQ� D� OLQH� RI
EXVLQHVV� LQ�ZKLFK� VPDOO� EDQNV� KDYH
EHHQ�YHU\�VXFFHVVIXO�JLYHQ� WKHLU� WUD�
GLWLRQDO� VWURQJ� QLFKH� LQ� UHODWLRQVKLS� EDQNLQJ�� � 6PDOO�
EXVLQHVV�OHQGLQJ�WUDGLWLRQDOO\�KDV�EHHQ�D�UHODWLYHO\�FRVW�
LQWHQVLYH� OHQGLQJ� VHJPHQW�� VLQFH� RULJLQDWLRQ� FRVWV� DUH
VSUHDG� RYHU� VPDOOHU� ORDQ� EDODQFHV�� � 6RPH� LQVWLWXWLRQV
DUH� QRZ� EHJLQQLQJ� WR� XVH� FUHGLW� VFRULQJ� WHFKQRORJ\� WR
UHGXFH� XQGHUZULWLQJ� FRVWV� DQG� WR� JURZ� WKHLU� VPDOO�
EXVLQHVV�OHQGLQJ�SRUWIROLRV���$�QXPEHU�RI�ODUJHU�EDQNV�
HVSHFLDOO\�� DSSHDU� WR� EH� ORRNLQJ� WR� WKH� HIILFLHQFLHV� RI
FUHGLW�VFRULQJ�WR�KHOS�SURYLGH�TXLFN�ORDQ�DSSURYDOV�DQG
PRUH� FRPSHWLWLYH� ORDQ� UDWHV�� � :LWK� WKH� DLG� RI� WKLV
WHFKQRORJ\��VRPH�LQVWLWXWLRQV�DUH�UDSLGO\�H[SDQGLQJ�WKHLU
ORDQ� SRUWIROLRV�� LQ� VRPH� FDVHV� YHQWXULQJ� LQWR� PDUNHWV
ZHOO�EH\RQG�WKHLU�ORFDO�HFRQRPLHV�

6PDOO�EXVLQHVV�ORDQV��GHILQHG�DV�FRPPHUFLDO�DQG�LQGXV�
WULDO� ORDQV�ZLWK� RULJLQDO�DPRXQWV�RI����PLOOLRQ�RU� OHVV
DQG� UHSRUWHG� DQQXDOO\� LQ� -XQH� %DQN� DQG� 7KULIW� &DOO
5HSRUWV��UHSUHVHQW�D�VLJQLILFDQW�H[SRVXUH�DQG�VRXUFH�RI
UHYHQXH�IRU� LQVXUHG� LQVWLWXWLRQV�� �7KH�%RVWRQ�5HJLRQ©V
LQVXUHG� LQVWLWXWLRQV� GLVFORVHG� ��� ELOOLRQ� RI� VPDOO�
EXVLQHVV� ORDQV� DV� RI� -XQH� ������ ��� SHUFHQW� RI� WRWDO
FRPPHUFLDO�DQG� LQGXVWULDO� ORDQV� UHSRUWHG�� �)RU� LQVWLWX�
WLRQV� XQGHU� ��� ELOOLRQ� LQ� WRWDO� DVVHWV�� VPDOO�EXVLQHVV

ORDQV�ZHUH����SHUFHQW�RI�WRWDO�&	,�ORDQV��ZKLFK�XQGHU�
VFRUHV� WKH� UHODWLYH� LPSRUWDQFH� WKHVH� ORDQV� KDYH� WR
VPDOOHU�LQVWLWXWLRQV��VHH�&KDUW���QH[W�SDJH��

$�GLVWLQFWLYH�IHDWXUH�RI�WKLV�5HJLRQ�LV�WKH�LPSRUWDQFH�RI
VDYLQJV�EDQNV�LQ�VPDOO�EXVLQHVV�OHQGLQJ���6DYLQJV�EDQNV
LQ� WKH� %RVWRQ� 5HJLRQ� WUDGLWLRQDOO\� KDYH� PDGH� PRUH
FRPPHUFLDO� ORDQV� WKDQ� VDYLQJV� EDQNV� QDWLRQDOO\�� DQG
WKH\�KROG�D�JUHDWHU�SHUFHQWDJH�RI�VPDOO�EXVLQHVV�ORDQV�WR
DVVHWV�� �$W�-XQH�����������VDYLQJV�EDQNV�DFFRXQWHG�IRU
���SHUFHQW�RI�DOO�VPDOO�EXVLQHVV�ORDQV�E\�GROODU�YROXPH
LQ�WKH�5HJLRQ���&RPSDUDWLYHO\��WKH�SURSRUWLRQ�RI�VPDOO�
EXVLQHVV�ORDQV�KHOG�E\�VDYLQJV�EDQNV�QDWLRQDOO\�LV�RQO\
��SHUFHQW�

,Q� WKH� WZHOYH� PRQWK� SHULRG� HQGLQJ� -XQH� ������ VPDOO�
EXVLQHVV� OHQGLQJ�H[SRVXUH�GHFOLQHG�E\���SHUFHQW�LQ� WKH
5HJLRQ� LQ� FRQWUDVW� WR�D��� SHUFHQW� LQFUHDVH�QDWLRQZLGH�
1HZ�(QJODQG©V� VORZ� UHFRYHU\�PD\� EH� FRQWULEXWLQJ� WR
WKH�GLVSDULW\�LQ�JURZWK�UDWHV�EHWZHHQ�WKH�5HJLRQ�DQG�WKH
QDWLRQ�� � $GGLWLRQDOO\�� 1HZ� (QJODQG©V� VPDOO�EXVLQHVV
UHFRYHU\� SULPDULO\� KDV� EHHQ� GULYHQ� E\� VHUYLFHV� DQG
WHFKQRORJ\�ILUPV�FRPSDQLHV�WKDW�GR�QRW�W\SLFDOO\�UHO\�RQ
EDQN�IXQGLQJ�IRU�FDSLWDO� QHHGV�� �0DQ\�VWDUW�XS�FRPSD�
QLHV� LQ� WKH� 5HJLRQ� DOVR� KDYH� EHQHILWHG� IURP� KHDY\
LQYHVWPHQW�E\� YHQWXUH�FDSLWDO� ILUPV�� � %RWK�&RQQHFWLFXW
DQG�0DVVDFKXVHWWV� UDQN�DPRQJ� WKH� WRS����VWDWHV� LQ� WKH
FRXQWU\�LQ�YHQWXUH�FDSLWDO�LQYHVWPHQW�

7KXV� IDU�� WKH� XVH� RI� FUHGLW� VFRULQJ� IRU� VPDOO�EXVLQHVV
OHQGLQJ�KDV�QRW�EHHQ�ZLGHVSUHDG�LQ� WKH�%RVWRQ�5HJLRQ�
+RZHYHU�� WKH� LQFUHDVLQJ� OHYHO� RI� FRPSHWLWLRQ� IRU� WKLV
VHJPHQW�RI�WKH�EXVLQHVV�VKRXOG�FRQWLQXH�WR�SXW�SUHVVXUH
RQ�SULFLQJ���$V�EDQNV�LQ�WKH�5HJLRQ�VHHN�OHVV�H[SHQVLYH
PHDQV� IRU� JHQHUDWLQJ� VPDOO�EXVLQHVV� ORDQV�� WKH\� PD\
SODFH�LQFUHDVHG�UHOLDQFH�RQ�FUHGLW�VFRULQJ�WHFKQRORJLHV�

7KH�*URZLQJ�,PSRUWDQFH�RI�&UHGLW�6FRULQJ

:KLOH� FUHGLW� VFRULQJ� WHFKQRORJ\� LV� QRW� QHZ�� XQWLO� UH�
FHQWO\� LW� W\SLFDOO\� KDV� EHHQ� DVVRFLDWHG� ZLWK� FRQVXPHU
OHQGLQJ��SDUWLFXODUO\�ZLWK�FUHGLW�FDUG�OHQGLQJ���3ULPDULO\
XVLQJ�FUHGLW�EXUHDX�LQIRUPDWLRQ��FUHGLW�VFRULQJ�SURYLGHV
OHQGHUV� ZLWK� D� WRRO� WR� UDQN� ULVNV� RU� SUREDELOLWLHV� RI
GHIDXOW��DVVLJQLQJ�VWDWLVWLFDOO\�GHULYHG�QXPHULFDO�UDWLQJV
RU�VFRUHV�EDVHG�XSRQ�D�ERUURZHU©V�SDVW�H[SHULHQFH�ZLWK
SD\LQJ�GHEW�
6PDOO�EXVLQHVV� FUHGLW� VFRULQJ� PRGHOV� DUH� VLPLODU� WR

:LOO�&UHGLW�6FRULQJ�7UDQVIRUP�WKH�0DUNHW�IRU

6PDOO�%XVLQHVV�/HQGLQJ"
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FRQVXPHU� FUHGLW� VFRULQJ� PRGHOV� LQ� RQH� VLJQLILFDQW

DVSHFW����WKH�PRVW�LPSRUWDQW�LQGLFDWRU�RI�FUHGLW�SHUIRU�

PDQFH� LV� WKH� FUHGLW� SURILOH� RI� WKH� SULQFLSDOV� RI� WKH

EXVLQHVV�� �7KHVH� SURILOHV� DUH� GHULYHG� IURP� FRQVXPHU

FUHGLW�EXUHDX�LQIRUPDWLRQ�

$� SULPDU\� YHQGRU� RI� WKHVH� VFRULQJ� PRGHOV� KDV� FLWHG
DQDO\VLV�SXUSRUWLQJ�WR�VKRZ�WKDW�EXVLQHVV�ILQDQFLDO�VWDWH�
PHQW� LQIRUPDWLRQ� GLG� QRW� SURYH� D� XVHIXO� LQGLFDWRU� RI
FUHGLW�SHUIRUPDQFH�IRU�VPDOO�EXVLQHVV�ORDQV�� �7KH�UHD�
VRQV� IRU� WKLV� UHVXOW� PD\� EH� GXH� WR� LQFRQVLVWHQF\� LQ
ILQDQFLDO�VWDWHPHQW�TXDOLW\�DQG�WKH�GLIILFXOW\� LQ�VHSDUDW�
LQJ�EXVLQHVV�HQWLW\�FDVKIORZ�LQIRUPDWLRQ�IURP�WKH�EXVL�
QHVV�RZQHUV©�DFWLYLWLHV�� � $OVR�� WKH� UHODWLYH� LPSRUWDQFH
RI� SULQFLSDOV©� FUHGLW� KLVWRU\� DQG� ILQDQFLDO� VWDWHPHQW
LQIRUPDWLRQ�LQ�SUHGLFWLQJ�FUHGLW�SHUIRUPDQFH�ZDV�IRXQG
WR�FKDQJH�VRPHZKDW�ZLWK�WKH�VL]H�RI�WKH�EXVLQHVV����WKH
ODUJHU� WKH� EXVLQHVV� WKH�PRUH� LPSRUWDQW� ILQDQFLDO� VWDWH�
PHQWV�EHFRPH�LQ�DVVHVVLQJ�SHUIRUPDQFH�

0DQ\� LQVWLWXWLRQV� FLWH� WKH� SRWHQWLDO� FRVW� VDYLQJV� LQ�
YROYHG� LQ� WKH�XQGHUZULWLQJ�SURFHVV� DV�RQH�RI� WKH�PRVW
VLJQLILFDQW� FKDUDFWHULVWLFV� RI� FUHGLW� VFRULQJ�� � ,Q� PDQ\
FDVHV�� ZLWK� VFRULQJ� WHFKQRORJ\�� ORDQ� DSSOLFDWLRQ� SUR�
FHVVHV� KDYH� EHHQ� VWUHDPOLQHG� WR� RQH� SDJH� IRUPV� IRU
ORDQV�XS� WR����������QRW�GLVVLPLODU� WR�WKDW�RI�FRQVXPHU
ORDQ�DSSOLFDWLRQV�� � ,Q� VRPH�FDVHV�� ILQDQFLDO�VWDWHPHQWV
DUH� QRW� UHTXLUHG� DW� DOO�� � 5HGXFLQJ� SDSHUZRUN�KHOSV� WR
UHGXFH�ERWK�SURFHVVLQJ� WLPH�DQG�FRVWV�� � 7DEOH��� LOOXV�
WUDWHV�KRZ�VFRULQJ�KDV�FKDQJHG�XQGHUZULWLQJ�SUDFWLFHV�
DV�UHSRUWHG�E\�RQH�ODUJH�EDQN�DW�D�UHFHQW�FRQIHUHQFH�RQ
FUHGLW�VFRULQJ���:KLOH�LW�LV�LPSRVVLEOH�WR�NQRZ�ZKHWKHU
WKH�LQIRUPDWLRQ�SUHVHQWHG�LQ�7DEOH���LV�UHSUHVHQWDWLYH�RI
WKH�ZD\�PRVW� LQVWLWXWLRQV�DUH�XVLQJ�FUHGLW� VFRULQJ�PRG�
HOV��LW�LV�FOHDU�WKDW�FUHGLW�VFRULQJ�PD\�UHSUHVHQW�D�PDMRU
GHSDUWXUH�IURP�WUDGLWLRQDO�XQGHUZULWLQJ�PHWKRGV�

3DUW� RI� WKH� UHGXFWLRQ� LQ� XQGHUZULWLQJ� FRVWV� PD\� FRPH
IURP� LPSURYHPHQWV� LQ� WKH� DOORFDWLRQ� RI� XQGHUZULWLQJ
UHVRXUFHV���,W�KDV�EHHQ�DUJXHG�WKDW�FUHGLW�VFRULQJ�DOORZV
EDQNV�WR�PRUH�HDVLO\�LGHQWLI\�WKRVH�DSSOLFDQWV�ZKLFK�DUH
FOHDUO\�HLWKHU�DSSURYDOV�RU�GHQLDOV���7KLV�SURFHVV�ZRXOG
HQDEOH�EDQNV� WR�UHDOORFDWH�WKHLU�XQGHUZULWLQJ�UHVRXUFHV
PRUH�HIILFLHQWO\�WR�WKRVH�ORDQV�ZKLFK�SRVH�LQWHUPHGLDWH
ULVNV�DQG�UHTXLUH�FORVHU�DWWHQWLRQ���2WKHU�DGYDQWDJHV�RI
FUHGLW� VFRULQJ� V\VWHPV� WKDW� RIWHQ� DUH� FLWHG� DUH� JUHDWHU
FRQVLVWHQF\�LQ�XQGHUZULWLQJ��EHWWHU�PHDVXUHV�IRU�SULFLQJ
VWUDWHJLHV�� DQG� WKH� SRWHQWLDO� WR� HQKDQFH� WKH� DELOLW\� WR
VHFXULWL]H�VPDOO�EXVLQHVV�ORDQV�
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6PDOO�EXVLQHVV� OHQGLQJ� KDV� KLVWRULFDOO\� EHHQ� D� SURI�
LWDEOH�DUHD�RI�EDQN�OHQGLQJ��7KLV�VLWXDWLRQ�LV�PRVW�OLNHO\
DWWULEXWDEOH� WR� OHQGHUV� WKRURXJKO\� DQDO\]LQJ� SRWHQWLDO
FXVWRPHUV�� SHUVLVWHQWO\� PRQLWRULQJ� WKHLU� SHUIRUPDQFH�
DQG�EXLOGLQJ�VROLG�OHQGLQJ�UHODWLRQVKLSV���&UHGLW�VFRULQJ
IRU� VPDOO�EXVLQHVV� OHQGLQJ� UDLVHV� WKH� SRVVLELOLW\� WKDW
VRPH�EDQNV�ZLOO�IRUJR�WKH�WUDGLWLRQDO�XQGHUZULWLQJ�FRQ�
FHSWV�RI� UHODWLRQVKLS� OHQGLQJ� LQ� IDYRU�RI� D�PRUH�PDVV�
PDUNHWLQJ�DSSURDFK�� LQ�D�PDQQHU�VLPLODU� WR�FUHGLW�FDUG
OHQGLQJ�� � 7R� WKH� H[WHQW� WKDW� FUHGLW� VFRULQJ� LV� XVHG� WR
UDSLGO\� JDLQ�QHZ� FXVWRPHUV� E\� HLWKHU� WDUJHWLQJ� RXW�RI�
WHUULWRU\� FXVWRPHUV�� RU� FXVWRPHUV� ZLWK� OHVV� EXVLQHVV
H[SHULHQFH�� WKH� ULVN� SURILOH� RI� DQ� LQVWLWXWLRQ©V� VPDOO�
EXVLQHVV� OHQGLQJ� SRUWIROLR� PD\� FKDQJH�� � $Q\� VXFK
FKDQJH� LQ� SURILOH� PD\� EH� VLJQLILFDQW� GXH� WR� WKH� ULVNV
DVVRFLDWHG�ZLWK� QHZHU� ERUURZHUV�� � )RU� H[DPSOH�� QHZ
ILUPV� WHQG� WR� IDLO� DW� DQ� H[WUHPHO\� KLJK� UDWH�� ZLWK� ��
SHUFHQW� RI� QHZ� EXVLQHVVHV� IDLOLQJ�ZLWKLQ� WKH� ILUVW� IRXU
\HDUV� RI� LQFHSWLRQ� �VHH�&KDUW� ���� � /DUJHU��PRUH� HVWDE�
OLVKHG� FRPPHUFLDO� EXVLQHVVHV� WHQG� QRW� WR� H[KLELW� VXFK
YRODWLOH�FKDUDFWHULVWLFV�

7KHUH� DUH� SRWHQWLDO� GDQJHUV� DVVRFLDWHG� ZLWK� SODFLQJ
XQGXH�UHOLDQFH�RQ�FUHGLW�VFRULQJ�PRGHOV��7KH�SUHGLFWLYH
YDOXH�RI�DQ\�FUHGLW�VFRULQJ�V\VWHP

PD\�EH�VXEVWDQWLDOO\�GLPLQLVKHG� LI

WKH� PRGHO� LV� XVHG� IRU� XQLQWHQGHG

SXUSRVHV�RU�FXVWRPHU�W\SHV���7KHUH�
IRUH�� PLVXVH� RI� D� VFRULQJ� V\VWHP
FRXOG� H[SRVH� DQ� LQVWLWXWLRQ� WR� FRQ�
VLGHUDEOH� ORVVHV�� � 6LQFH� RQO\� WKH
ODUJHVW� EDQNV� KDYH� VPDOO�EXVLQHVV
ORDQ�SRUWIROLRV� ODUJH�HQRXJK� WR�FUH�
DWH� VWDWLVWLFDOO\� YDOLG� VFRULQJ� PRGHOV� FXVWRPL]HG� IRU
WKHLU�RZQ�FXVWRPHU�EDVH��VPDOOHU�FRPSDQLHV�VKRXOG�EH
HVSHFLDOO\�DZDUH�RI�SRWHQWLDO�PLVXVH���7KLV�ULVN�WDNHV�RQ
DGGHG� PHDQLQJ�ZKHQ� RQH� FRQVLGHUV� WKDW� D� ��� PLOOLRQ
VPDOO�EXVLQHVV�ORDQ�UHSUHVHQWV�VXEVWDQWLDOO\�PRUH�FDSL�
WDO� WR�D� �����PLOOLRQ� EDQN� WKDQ� WR�D� ����ELOOLRQ� EDQN�
$GGLQJ�IXUWKHU� XQFHUWDLQW\��VPDOO�EXVLQHVV� FUHGLW�VFRU�
LQJ�KDV�EHHQ�LPSOHPHQWHG�GXULQJ�D�SHULRG�RI�UHODWLYHO\
VWURQJ�SHUIRUPDQFH�E\�EXVLQHVVHV��ZLWK�FRPPHUFLDO�DQG
LQGXVWULDO� ORDQ�GHOLQTXHQF\�UDWLRV�QHDU�KLVWRULFDO� ORZV�
+RZ� ZHOO� WKHVH� PRGHOV� SHUIRUP� GXULQJ� DQ� HFRQRPLF
GRZQWXUQ�UHPDLQV�WR�EH�VHHQ�

'HSHQGLQJ� RQ� WKH�PDQQHU� LQ�ZKLFK� LW� LV� LPSOHPHQWHG�
FUHGLW�VFRULQJ�IRU�VPDOO�EXVLQHVV�OHQGLQJ�PD\�UHSUHVHQW
D�IXQGDPHQWDO�VKLIW�LQ�XQGHUZULWLQJ�SKLORVRSK\����YLHZ�
LQJ� D� VPDOO�EXVLQHVV� ORDQ� DV� PRUH� RI� D� KLJK�HQG

FRQVXPHU�ORDQ�DQG��WKXV��JUDQWLQJ�FUHGLW�PRUH�RQ�WKH

VWUHQJWK�RI�WKH�SULQFLSDOV©�SHUVRQDO�FUHGLW�KLVWRU\�DQG

OHVV� RQ� WKH� ILQDQFLDO� VWUHQJWK� RI� WKH� EXVLQHVV� LWVHOI�

:KLOH� WKLV� PD\� EH� DSSURSULDWH� LQ� VRPH� FDVHV�� LW� LV
LPSRUWDQW�WR�UHPHPEHU�WKDW�WKH�LQFRPH�IURP�VPDOO�EXVL�

QHVVHV�UHPDLQV�WKH�SULPDU\�VRXUFH�RI�UHSD\PHQW�RI�PRVW
ORDQV�� � %DQNV� WKDW� GR� QRW� DQDO\]H� EXVLQHVV� ILQDQFLDO
VWDWHPHQWV� RU� SHULRGLFDOO\� UHYLHZ�WKHLU� OLQHV� RI� FUHGLW
PD\� ORVH� DQ� RSSRUWXQLW\� IRU� HDUO\� GHWHFWLRQ� RI� FUHGLW
SUREOHPV�

&RPSHWLWLYH� SUHVVXUHV� LQ� VPDOO�EXVLQHVV� OHQGLQJ� DUH
LQFUHDVLQJ� QRW� RQO\� EHFDXVH� RI� ODUJH� EDQNV©� HIIRUWV� WR
H[SDQG�WKHLU�OHQGLQJ�EXW�DOVR�EHFDXVH�RI�JUHDWHU�SDUWLFL�
SDWLRQ� LQ� WKH� PDUNHW� E\� QRQEDQN� ILQDQFLDO� FRPSDQLHV�
6HYHUDO�ODUJH�ILUPV��VXFK�DV�$PHULFDQ�([SUHVV��$7	7�
WKH�0RQH\�6WRUH��DQG�*(�&DSLWDO�6HUYLFHV��DUH�H[SDQG�
LQJ� WKHLU� EXVLQHVV� OLQHV� WR� VHUYLFH� WKH� QHHGV� RI� VPDOO
EXVLQHVVHV�� � 7KHVH� FRPSDQLHV� DUH� RIIHULQJ� VPDOO�
EXVLQHVV� FUHGLW� FDUGV�� LQQRYDWLYH� QHZ� W\SHV� RI� FUHGLW�
DQG�DGGLQJ�RWKHU�VHUYLFHV�VXFK�DV�FRQVXOWLQJ��DFFRXQWLQJ
DQG� LQYHVWPHQW� VHUYLFHV�� � � 6RPH� REVHUYHUV� KDYH� VXJ�
JHVWHG� WKDW� WKH� FRVW� DGYDQWDJHV� RI� FUHGLW� VFRULQJ� PD\
FDXVH�VPDOO�EXVLQHVV� OHQGLQJ� LQ� WKH� IXWXUH� WR� EH�GRPL�
QDWHG�E\����WR����ODUJH�EDQNV�RU�ILQDQFLDO�ILUPV���)DFHG
ZLWK� VWLII� FRPSHWLWLRQ�� WKHUH�PD\� EH� VWURQJ�PRWLYDWLRQ
IRU�VRPH�LQVWLWXWLRQV�WR�LQFUHDVH�WKH�GROODU�WKUHVKROG�RQ
ORZ� GRFXPHQWDWLRQ� ORDQV�� VWUHDPOLQH� WKH� SURFHVV� IRU
ODUJHU�ORDQV��RU�ORZHU�FUHGLW�VFRULQJ�WKUHVKROGV�IRU�ORDQ
DSSURYDOV�

7KH�PRVW� UHFHQW�)',&�6XUYH\�RI�8QGHUZULWLQJ�3UDF�

WLFHV�DQG� WKH�)HGHUDO�5HVHUYH©V�6HQLRU� /RDQ�2IILFHU

2SLQLRQ�6XUYH\�RQ�%DQN�/HQGLQJ�3UDFWLFHV�ERWK�LQGL�

FDWH� WKDW�RQO\� D�VPDOO�SHUFHQWDJH�RI� EDQNV�UHSRUWHG�DQ
HDVLQJ� RI� VWDQGDUGV� RQ�VPDOO�EXVLQHVV� ORDQV�� � $JJUHV�
VLYH�FRPSHWLWLYH�SUHVVXUHV�DQG�ORDQ�JURZWK�JRDOV�ZHUH
VHHQ�DV�WKH�PDLQ�UHDVRQV�IRU�HDVLQJ�LQ�WKHVH�FDVHV���:LWK
UHJDUG� WR� VPDOO�EXVLQHVV�FUHGLW� VFRULQJ� WHFKQLTXHV�� WKH
)HGHUDO� 5HVHUYH� VXUYH\� SRLQWHG� RXW� WKDW� EDQNV� ZHUH
PRVW�FRPPRQO\�XVLQJ�FUHGLW�VFRUHV�IRU�DXWRPDWLF�DFFHS�
WDQFH�RU�UHMHFWLRQ�RI�ORDQV�XS�WR���������

&KDUW��
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6RXUFH���6PDOO�%XVLQHVV�$GPLQLVWUDWLRQ�

%XVLQHVV�'LVVROXWLRQ�5DWH�6KRZV�(DUO\�5LVN
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6XPPDU\

&UHGLW�VFRULQJ�KDV�WKH�SRWHQWLDO�WR� WUDQVIRUP�WKH�PDUNHW
IRU� VPDOO�EXVLQHVV� OHQGLQJ�� � 7KH� WUDGLWLRQDO� QLFKH� HQ�
MR\HG� E\� VPDOO� EDQNV� LQ� WKLV� DUHD� PD\� FRPH� XQGHU
WUHPHQGRXV� SUHVVXUH� IURP� ODUJHU� EDQNV� DQG� QRQEDQN
FRPSDQLHV�HPSOR\LQJ�WKLV�QHZ�WHFKQRORJ\���&UHGLW�VFRU�
LQJ� DW� D� QXPEHU� RI� LQVWLWXWLRQV� LV� GULYLQJ� GUDPDWLF
FKDQJHV� LQ� XQGHUZULWLQJ� PHWKRGV� IRU� VPDOO�EXVLQHVV
OHQGLQJ�� �7KHVH� FKDQJHV�PD\� IDFLOLWDWH�VKRUW�WHUP� UHY�
HQXH� JHQHUDWLRQ� DV� EXVLQHVV� FDQ� EH� H[SDQGHG� UDSLGO\
DQG�XQGHUZULWLQJ�FRVWV�FDQ�EH�VODVKHG�� �,W� LV�H[WUHPHO\
LPSRUWDQW�� KRZHYHU�� WKDW� EDQNV� XQGHUVWDQG�DQG� FRQWURO
WKH� SRWHQWLDO� ULVNV� LQKHUHQW� LQ� VXFK� D� VWUDWHJ\�� � 7KH
DSSOLFDWLRQ�RI�FUHGLW� VFRULQJ� WR�VPDOO�EXVLQHVV� OHQGLQJ
PHULWV� WKH� FORVH� DWWHQWLRQ� RI� ERWK� EDQNHUV� DQG� WKHLU
VXSHUYLVRUV�

$QGUHD�:��%D]HPRUH��%DQNLQJ�$QDO\VW
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• 'HVSLWH�WKH�SRWHQWLDO�IRU�ORZHU�WUDQVDFWLRQ�FRVWV�

LQFUHDVHG�HIILFLHQF\��DQG�JUHDWHU�DVVHW�GLYHUVLIL�

FDWLRQ��IHZ�EDQNV�GR�EXVLQHVV�WKURXJK�WKH�,QWHU�

QHW�

• $OWKRXJK�FRPSHWLWLYH� ULVNV�DUH�SXVKLQJ�EDQNV�WR

FUHDWH� DQ� ,QWHUQHW� SUHVHQFH�� RSHUDWLRQDO� ULVNV

UHPDLQ�DQ�REVWDFOH�WR� DFWXDOO\�XVLQJ�WKRVH�VLWHV

IRU�PRYLQJ�LQIRUPDWLRQ�RU�PRQH\�

• 7KH�)',&©V�'LYLVLRQ�RI�6XSHUYLVLRQ�UHFHQWO\�UH�

OHDVHG� H[DPLQHU� JXLGDQFH� RQ� ,QWHUQHW� EDQNLQJ

DQG�LV�GHYHORSLQJ�WUDLQLQJ�SURJUDPV�IRU�LWV�H[DP�

LQHUV�

7KH�$OOXUH�RI�&\EHUEDQNLQJ

2Q�OLQH� %DQNLQJ� LV� D� FRPSUHKHQ�
VLYH�WHUP�IRU�WUDQVDFWLRQV�FRQGXFWHG
RYHU� ZLUHV� RU� IURP� UHPRWH� ORFD�
WLRQV�� � ,W� LQFOXGHV� EDQNLQJ� E\� WHOH�
SKRQH�� EDQNLQJ� E\� SHUVRQDO� FRP�
SXWHU� WKURXJK� D� GLDO�XS� FRQQHFWLRQ
DQG��PRUH�UHFHQWO\��EDQNLQJ�RYHU�WKH
,QWHUQHW���,QWHUQHW�EDQNLQJ��IUHTXHQWO\
UHIHUUHG�WR�DV�F\EHUEDQNLQJ�� LV�RI�SDUWLFXODU� LQWHUHVW�WR
EDQNV�EHFDXVH�LW�H[SORLWV�DQ�H[LVWLQJ�DQG�JHRJUDSKLFDOO\
H[WHQVLYH�SXEOLF�QHWZRUN� LQIUDVWUXFWXUH�DQG�SURPLVHV�D
UDQJH� RI� QHZ� RSHUDWLQJ� DQG� PDUNHWLQJ� EHQHILWV�� � 2QH
VXFK�EHQHILW�LV�WKH�DELOLW\�IRU�DQ�LQVWLWXWLRQ�WR�H[SDQG�LWV
WUDGH� DUHD� WR� LQFOXGH� RWKHU�FLWLHV�� VWDWHV�� UHJLRQV� ��� RU
HYHQ�FRXQWULHV� ���ZLWKRXW�D�FRPPHQVXUDWH�H[SDQVLRQ�RI
LWV�EUDQFK�VWUXFWXUH���7KLV�JUHDWHU�JHRJUDSKLF�UHDFK�FDQ

GR�PRUH�WKDQ�VLPSO\�LQFUHDVH�YROXPH���,W�DOVR�FDQ�RIIHU
LQVWLWXWLRQV� ���SDUWLFXODUO\�VPDOOHU�RQHV� ��� WKH�SRWHQWLDO
WR� GLYHUVLI\� WKHLU� DVVHW� SRUWIROLRV� DFURVV� PXOWLSOH� UH�
JLRQV�� OHDYLQJ� WKHP� OHVV� H[SRVHG� WR� WKH� HFRQRPLF
YRODWLOLW\�RI�DQ\�VLQJOH�RQH���$QRWKHU�EHQHILW�LV�WKH�ORZHU
FRVW�RI�,QWHUQHW�GHOLYHU\���$�0DUFK�������VWXG\�E\�%RR]�

$OOHQ�	�+DPLOWRQ� ,QF��HVWLPDWHG� DQ�DYHUDJH� ,QWHUQHW

WUDQVDFWLRQ� FRVW� RI� ������ FRPSDUHG� WR� ������ IRU� DQ
$70�� ������ IRU� D� WHOHSKRQH�� DQG� ������ IRU� D� IXOO�
VHUYLFH�EUDQFK�

6ORZ�0LJUDWLRQ�WR�WKH�)XWXUH

$QRWKHU������VWXG\��WKLV�RQH�E\�*UDQW�7KRUQWRQ�LQ�-XO\

�VHH�&KDUW�����IRXQG�WKDW�GHVSLWH�WKHVH�SRWHQWLDO�EHQHILWV�
PRVW�EDQNV�HVWDEOLVKHG�DQ�,QWHUQHW�SUHVHQFH�IRU�DSSHDU�
DQFH©V�VDNH����EHLQJ�SHUFHLYHG�DV�D� OHDGHU��DGYHUWLVLQJ
EDQN�VHUYLFHV�RU�VWD\LQJ�DEUHDVW�RI�FRPSHWLWRUV�����UDWKHU
WKDQ� ZLWK� DQ� LQWHQW� WR� JURZ� GHSRVLWV� RU� FDSWXUH� WKH
WUDQVDFWLRQ�HFRQRPLHV�WKDW�F\EHUEDQNLQJ�FRXOG�SURYLGH�
2I�WKH����,QWHUQHW�LQVWLWXWLRQV�VXUYH\HG��RQO\�RQH�LQ�WKUHH
H[SUHVVHG� LQWHQWLRQV� WR� EHJLQ� RIIHULQJ� ELOO� SD\PHQW� RU
IXQGV�WUDQVIHU�RYHU�WKH�,QWHUQHW�E\�WKH�HQG�RI�WKH�VHFRQG
TXDUWHU�RI�WKLV�\HDU���(YHQ�WKLV�VXEGXHG�HQWKXVLDVP�QRZ
DSSHDUV�RSWLPLVWLF��'HVSLWH� WKH�SHUFHLYHG�EHQHILWV�DQG
WKH� VFDUFLW\� RI� FRPSHWLWLRQ�� IHZ� EDQNV� KDYH� WR� GDWH
YHQWXUHG�LQWR� WKLV�DUHD� LQ�D�PHDQLQJIXO�ZD\��$FFRUGLQJ
WR� WKH�%DQNZHE�ZRUOG��ZLGH�ZHE�VLWH��RQO\�����RU�VR

EDQNV���� OHVV� WKDQ��� SHUFHQW�RI� WKH� LQGXVWU\� ��� KDYH�DQ
,QWHUQHW�VLWH�DQG�RQO\�����RI�WKRVH�SHUPLW�WUDQVDFWLRQV���,Q
WKH�%RVWRQ�5HJLRQ�����LQVWLWXWLRQV�KDYH�DQ�,QWHUQHW�SUHV�
HQFH� EXW� QRQH� RI� WKHVH� LQVWLWXWLRQV� DOORZ� FXVWRPHUV� WR

%DQNLQJ�RQ�WKH�,QWHUQHW
1HZ�7HFKQRORJLHV��1HZ�2SSRUWXQLWLHV��1HZ�5LVNV

&KDUW��

5HYLHZ�$FFRXQW�+LVWRU\

7UDQVIHU�)XQGV

$SSO\�IRU�0RUWJDJHV

3D\�%LOOV

�� �� ��� ��� ��� ��� ��� ��� ��� ���

5HYLHZ�$FFRXQW�+LVWRU\

7UDQVIHU�)XQGV

$SSO\�IRU�0RUWJDJHV

3D\�%LOOV

%DQNLQJ�RQ�&\EHUFRPPHUFH��$�6XUYH\�RI�,QWHUQHW�%DQN�3URGXFW�3ODQV

6RXUFH���*UDQW�7KRUQWRQ��%DQNLQJ�RQ�&\EHUFRPPHUFH��$�6XUYH\�RI�,QWHUQHW�%DQN�3URGXFW�3ODQV�

0LG������

�3URMHFWHG�

0LG�������$FWXDO�



�5HJLRQDO�2XWORRN 6HFRQG�4XDUWHU�����

,Q�)RFXV�7KLV�4XDUWHU

SD\�ELOOV�RU� WUDQVIHU� IXQGV�� �$�PDMRU� TXHVWLRQ�� WKHQ�� LV
ZK\� VR� IHZ� LQVWLWXWLRQV� KDYH� FKRVHQ� WR� H[SORLW� WKLV
PHGLXP"

5LVN

7KH�UHDVRQ�LV�ULVN���%DQNV�DUH�IDPLOLDU�ZLWK�WKH�FRQWURO
RI� H[SRVXUHV� IRXQG� LQ� SURSULHWDU\� RU� SULYDWH� SD\PHQW
FKDQQHOV�� EXW� WKH\� DUH� OHVV� FRPIRUWDEOH� ZLWK� WKH� QHZ
ULVNV�DWWHQGDQW�WR�D�SXEOLF�QHWZRUN��2Q�RQH�KDQG�� WKHUH
DUH� RSHUDWLRQDO� H[SRVXUHV� WKDW� FRQYLQFLQJO\� DUJXH
DJDLQVW� UXVKLQJ�KHDGORQJ� LQWR�F\EHUVSDFH��2Q� WKH�RWKHU
KDQG��WKHUH�DUH�FRPSHWLWLYH�ULVNV���1RQEDQN�FRPSHWLWRUV
ZLWK�VWURQJ�IRXQGDWLRQV�LQ�F\EHUWHFKQRORJ\�SRVH�D�EXG�
GLQJ� WKUHDW� WR� WKH� EDQNV©� KLVWRULFDO� SD\PHQW�VHUYLFHV
PRQRSRO\�DQG�DUJXH�ZLWK�HTXDO�DXWKRULW\�IRU�DQ�LPPHGL�
DWH� ,QWHUQHW�SUHVHQFH� WR�JDLQ�RU�SUHVHUYH�PDUNHW�VKDUH�
7KHVH�RSSRVLQJ�IRUFHV�KHOS�H[SODLQ�WKH�ODUJH�QXPEHUV�RI
EDQNV�HVWDEOLVKLQJ�ZHE�VLWHV� WKDW�VWRS�VKRUW�RI�DFWXDOO\
PRYLQJ�LQIRUPDWLRQ�RU�PRQH\�

2I� WKHVH� WZR� W\SHV�� RSHUDWLRQDO� ULVNV� DUH� WKH� PRVW
LPPHGLDWH� DQG�FRPPDQG� WKH�PRVW� DWWHQWLRQ�� � 7KH\�GH�
ULYH� IURP� WKH� IRUPDWLYH� VWDWH� RI� ERWK� WKH� WHFKQRORJ\
VXSSRUWLQJ�RQ�OLQH�FRPPHUFH��DQG� WKH�OHJDO�DQG�UHJXOD�
WRU\� VWUXFWXUH� JRYHUQLQJ� LWV� XVH�� � 7KHVH� ULVNV� LQFOXGH
WKHIW� RU� PLVDSSURSULDWLRQ� RI� LQWHUQDO� GDWD� RU� H[WHUQDO
WUDQVPLVVLRQV�� WUDQVDFWLRQ�IUDXG��HUURUV� LQ�XQGHUZULWLQJ
YLUWXDO�WUDQVDFWLRQV��OLTXLGLW\�VKRUWIDOOV��FKDQJLQJ�WHFKQL�
FDO�VWDQGDUGV��LQDGHTXDWH�RU�JHRJUDSKLFDOO\�LQFRQVLVWHQW
UHJXODWRU\�DQG�OHJDO� LQIUDVWUXFWXUH��QRQFRPSOLDQFH�ZLWK
H[LVWLQJ� ODZV�RU�UHJXODWLRQV� WKDW�ZHUH�QRW�GHVLJQHG�IRU
DQ�RQ�OLQH�ZRUOG��DQG�GDPDJH�WR�DQ�LQVWLWXWLRQ©V�UHSXWD�
WLRQ�IURP�WKH�UHDOL]DWLRQ�RI�DQ\�RU�DOO�RI�WKHVH�ULVNV��VHH
6RPH�&RQFHUQV�IRU�WKH�&\EHU%DQNHU��ULJKW��

6\VWHPLF�7KUHDWV�DQG�D�1HZ�3D\PHQWV�0RGHO

,Q�DGGLWLRQ�WR�EDQN�VSHFLILF�ULVNV�WKHUH�DUH�WKH�V\VWHPLF
WKUHDWV� WKDW� D� SXEOLF� GRPDLQ� SD\PHQWV� PRGHO� FRXOG
EULQJ�� �2QH�RI� WKH�NH\�IHDWXUHV�RI� WKH� ,QWHUQHW�LV� UHGXQ�
GDQF\���$Q\�RQH�RI�D�ODUJH�QXPEHU�RI�SRVVLEOH�SDWKV�FDQ
EH�XVHG�IRU�D�JLYHQ�WUDQVDFWLRQ�DQG�WKHUHIRUH�WKH�IDLOXUH
RI�DQ\�RQH�SDWK�RU�QRGH�ZLOO�QRW�DIIHFW�WKH�IXQFWLRQDOLW\
RI� WKH� QHWZRUN� DV� D� ZKROH�� � 7KLV� IHDWXUH� SUHVHQWV� D
PXOWLWXGH�RI�QHZ�DQG����IURP�D�EDQNHU©V�SHUVSHFWLYH���
SUHYLRXVO\� XQFRQVLGHUHG� SRLQWV� RI� YXOQHUDELOLW\� WR
WHFKQRORJLFDOO\�VRSKLVWLFDWHG� PLVFUHDQWV�� ,Q� D� F\EHU�
ZRUOG� RI� VPDOO� YDOXH� WUDQVDFWLRQV�� WKH� HIIHFWV� RI� DQ
DWWDFN�PD\� QRW�EH�PXFK�PRUH� VHYHUH� WKDQ� WKRVH�ZKLFK
DFFRPSDQ\�FUHGLW�FDUG�FULPH���+RZHYHU��WKHUH� LV�JRRG
UHDVRQ� WR� H[SHFW� WKDW� ,QWHUQHW� WUDQVDFWLRQ� VL]HV� ZLOO

6RPH�&RQFHUQV�IRU�WKH�&\EHU%DQNHU

,QWHUQDO� 'DWD� 6HFXULW\�� � 7KH� ,QWHUQHW� FDQQRW� GLVWLQJXLVK
EHWZHHQ�FXVWRPHUV�DQG�FULPLQDOV���,QYDVLYH�DWWDFNV�FDQ�UDQJH
IURP� VLPSOH� YDQGDOLVP�WR� WKHIW� RU� GHVWUXFWLRQ�RI� SURSULHWDU\
RSHUDWLQJ� RU� FXVWRPHU� GDWD�� )LUHZDOO� VRIWZDUH�� GDWD�HQFU\S�
WLRQ�� VSHFLDOL]HG� KDUGZDUH� FRQILJXUDWLRQV� DQG� FRPPHUFLDO
LQVXUDQFH�FDQ�OLPLW�VXFK�H[SRVXUHV�

([WHUQDO�7UDQVPLVVLRQ�6HFXULW\���%HFDXVH�WKH�,QWHUQHW�LV�DQ
RSHQ�QHWZRUN�� WUDQVDFWLRQ�PHVVDJHV�DUH�FRPSOHWHO\�H[SRVHG�
UHQGHULQJ� WKHP� YXOQHUDEOH� WR� WKHIW� RU� WDPSHULQJ�� � 0HVVDJH
HQFU\SWLRQ� LV� D� FRPPRQ� UHVSRQVH�� EXW� KDUGZDUH� RU�LPSOH�
PHQWDWLRQ� IODZV� FDQ� FLUFXPYHQW� LW�� 7KLV� WKUHDW�ZLOO� LQFUHDVH
JUHDWO\� LI� ODUJH� YDOXH�RU� LQWHUEDQN�WUDQVDFWLRQV�PLJUDWH� WR� WKH
,QWHUQHW�

7UDQVDFWLRQ�)UDXG�� �)UDXG�WDNHV�WZR�IRUPV��PLVUHSUHVHQWD�
WLRQ� GXULQJ� D� WUDQVDFWLRQ� RU� UHSXGLDWLRQ� IROORZLQJ� LW�� � 7KLV
SUREOHP� WDNHV� QHZ� GLPHQVLRQV� LQ� F\EHUVSDFH� EHFDXVH� QR
SK\VLFDO� UHODWLRQVKLS� ZLWK� D� FXVWRPHU� H[LVWV�� � (QFU\SWLRQ
SURWRFROV� ZKLFK� LQFOXGH� GLJLWDO� VLJQDWXUHV� DUH� RQH� UHVSRQVH�
%LRPHWULF� DXWKHQWLFDWLRQ� VFKHPHV�� WKH�PRVW� FRPPRQO\�SUR�
SRVHG�EHLQJ�ILQJHUSULQW�RU�UHWLQDO�YHULILFDWLRQ��DUH�DQRWKHU�

'LIILFXOWLHV�ZLWK�9LUWXDO�8QGHUZULWLQJ���(YHQ�LI�\RXU�F\EHU�
ERUURZHUV�DUH�ZKR�WKH\�FODLP�WR�EH��WKHUH�UHPDLQ�GLIILFXOWLHV
LQ�HVWDEOLVKLQJ�WKHLU�FUHGLWZRUWKLQHVV�� �7KH�ODFN�RI�D�SHUVRQDO
UHODWLRQVKLS� LV� RQH� IDFWRU�� � 7KH� OLPLWHG� NQRZOHGJH� RI� ORFDO
HPSOR\HUV� DQG� FUHGLW� JUDQWRUV� WKDW� DSSHDU� RQ� DSSOLFDWLRQV� LV
DQRWKHU�� �6XFK� GLIILFXOWLHV� FRXOG�KDVWHQ� DQG�KHLJKWHQ�GHSHQ�
GHQF\�XSRQ�FUHGLW�VFRULQJ�PRGHOV�

/LTXLGLW\� 5LVNV�� � ,QWHUQHW� WUDQVDFWLRQ� YROXPH� DQG� YHORFLW\
DUH�H[SHFWHG� WR� LQFUHDVH�UDSLGO\��SRWHQWLDOO\� FUHDWLQJ�WUDQVDF�
WLRQV� ZKLFK� RFFXU� VR� UDSLGO\� DV� WR� H[FHHG� LPPHGLDWH� EDQN
OLTXLGLW\�� �'HQLDO�RI�VHUYLFH�DWWDFNV��ZKHUH�D�VLWH� LV�LQWHQWLRQ�
DOO\� GHOXJHG�ZLWK� WUDQVDFWLRQV� LQ� RUGHU� WR� VKXW� LW� GRZQ�� DOVR
FDQ�DIIHFW�OLTXLGLW\� LI�DIIHFWHG�FXVWRPHUV�GHFLGH�WR�FORVH�WKHLU
DFFRXQWV�

/DFN� RI� 7HFKQLFDO� 6WDQGDUGV��� $Q� LQVWLWXWLRQ� EXLOGLQJ� DQ
HDUO\�SUHVHQFH�RQ�WKH�,QWHUQHW� LV�PDNLQJ�D�ILQDQFLDO�EHW�DV� WR
ZKLFK�VWDQGDUGV�ZLOO�HQGXUH�

/DFN�RI�5HJXODWRU\�DQG�/HJDO�,QIUDVWUXFWXUH���5HJXODWRUV
DUH�ZDLWLQJ� DQG� REVHUYLQJ�� � )XWXUH� SURPXOJDWHG� ¦EHVW�SUDF�
WLFHV§� PD\� QRW� EH� WKRVH� ZKLFK� DQ� LQVWLWXWLRQ� KDV� DOUHDG\
DGRSWHG���6LPLODUO\��D� ODFN�RI� OHJDO�SUHFHGHQW�KLQGHUV�FULPLQDO
DQG� FLYLO� SURVHFXWLRQ�RI� F\EHUFULPLQDOV�� � (YHQ�ZKHUH�SUHFH�
GHQW�H[LVWV��LW�LV�IUHTXHQWO\�LQFRQVLVWHQW�DFURVV�MXULVGLFWLRQV�

5HSXWDWLRQ�5LVN���$Q� LPDJH� RI� VROLGLW\� LV�D� FRUQHUVWRQH� RI
EDQNLQJ�� � ,QWHUQHW�EDQNLQJ� FRQIURQWV�EDQNV�ZLWK�PRUH�H[SR�
VXUH�DQG�SRWHQWLDOO\�JUHDWHU�SXEOLFLW\�DERXW�ORVVHV�

&RPSHWLWLYH�5LVNV�� � 8QOLNH� WKH� RSHUDWLRQDO� ULVNV� GLVFXVVHG
DERYH��FRPSHWLWLYH�ULVNV�DFFUXH�WR�LQVWLWXWLRQV�QRW�VHFXULQJ�DQ
,QWHUQHW� IRRWKROG�� � 7KH\� LQYROYH� WKH� WKUHDW� RI� ORVW� PDUNHW
VKDUH� RU� SD\PHQW� V\VWHP� SRVLWLRQ� WR�PRUH� DJJUHVVLYH� SHHUV
DQG�QRQEDQN�FRPSHWLWRUV�
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FRQWLQXH� WR�JURZ�� �$FFRUGLQJ� WR�RQH� VRIWZDUH�YHQGRU�
LQWHUEUDQFK�SD\PHQWV�RQ�WKH�,QWHUQHW�DUH�OLNHO\�WR�EHJLQ
LQ������ZLWK� LQWHUEDQN�DFWLYLW\� WR� IROORZ�D� \HDU�RU�VR
ODWHU�� �7KLV�GHYHORSPHQW�ZRXOG�EH�D�VLJQLILFDQW�HYROX�
WLRQ�EHFDXVH�ZKROHVDOH�WUDQVDFWLRQV�DUH�JHQHUDOO\�ODUJH
UHODWLYH�WR�EDQN�OLTXLGLW\���$Q�DWWDFN�RU�GLVUXSWLRQ�RI�WKH
,QWHUQHW�SD\PHQWV�PHFKDQLVP�IRU�D�VLQJOH�ODUJH�WUDQVDF�
WLRQ� FRXOG� FRQFHLYDEO\� SDVV� OLTXLGLW\� VKRFNV� WR� RWKHU
EDQNV� LQ� WKH� VDPH� ZD\� WKDW� EDG� ZHDWKHU� DW� D� PDMRU
DLUSRUW�FDQ�GLVUXSW�DLU�WUDIILF�WKURXJKRXW�WKH�FRXQWU\�

1HZ�7HFKQRORJLHV��2OG�5HSRUWLQJ

7KH� DGYHQW�RI� IXOO\� WUDQVDFWLRQDO�ZHE�VLWHV� DOVR�FRXOG
KHDW� XS� EDQN� FRPSHWLWLRQ� IRU� ORZ� FRVW� GHSRVLWV� DQG
IUXVWUDWH�UHJXODWRU\�RYHUVLJKW�LQ�WKH�SURFHVV���2QH�SRVVL�
ELOLW\� LV� D�¦GHSRVLW� DUELWUDJHXU�§� D� K\EULG�RI� EURNHUHG
GHSRVLWV� DQG� SURJUDP� WUDGLQJ� LQ� ZKLFK� D� FRPSXWHU
SURJUDP�FRXOG�VHDUFK�WKH�,QWHUQHW�IRU�WKH�KLJKHVW�GHSRVLW
UDWHV�DQG� LPPHGLDWHO\� UHDOORFDWH�GHSRVLWV�DFFRUGLQJO\�
,Q� WKH� ORQJ� UXQ�� VXFK� DFWLYLWLHV� FRXOG� KDUPRQL]H� ORFDO
LQWHUHVW� UDWHV�� � ,Q� WKH� VKRUW� UXQ�� KRZHYHU�� WKLV� UDSLG
WXUQRYHU�FRXOG�PHDQ�VXEVWDQWLDO�OLTXLGLW\�GUDLQV�RQ�LQVWL�
WXWLRQV�DFFXVWRPHG�WR� ORFDO�GHSRVLW�PRQRSROLHV���)URP
WKH� UHJXODWRU\� SHUVSHFWLYH�� WKLV� WUDQVDFWLRQ� YHORFLW\� ��
DQG�LWV�SRWHQWLDO�WR� UDSLGO\�DOWHU�EDQN�EDODQFH�VKHHWV���
FRXOG� SUHVHQW� QHZ� FKDOOHQJHV� LQ� D� ZRUOG� RI� TXDUWHUO\
&DOO�5HSRUWV�DQG�H[DPLQDWLRQ�LQWHUYDOV�WKDW�FDQ�H[FHHG
RQH�\HDU�

)',&����WKH�&\EHU5HJXODWRU

1HZ�ULVNV�GHPDQG�QHZ�VXSHUYLVLRQ� WHFKQLTXHV�DQG� WKH
)',&©V�'LYLVLRQ�RI�6XSHUYLVLRQ��'26��KDV� UHVSRQGHG
ZLWK� WKHLU� UHFHQWO\�UHOHDVHG� HOHFWURQLF� EDQNLQJ� VDIHW\
DQG�VRXQGQHVV�H[DPLQDWLRQ�JXLGDQFH�� �8QGHU�WKDW�JXLG�

DQFH�� LQVWLWXWLRQV� KDYLQJ� ,QWHUQHW� VLWHV� DUH� SODFHG� LQWR
RQH�RI�WKUHH�WLHUV�EDVHG�XSRQ�WKH�¦PDWXULW\§�RI�WKHLU�VLWH�
6DIHW\�DQG�VRXQGQHVV�H[DPLQDWLRQ�SURFHGXUHV� IRFXV�RQ
EDQN�SROLFLHV��SURFHGXUHV�DQG�SODQQLQJ�� �7KH�H[DPLQD�
WLRQ� SURFHGXUHV� DUH� FXPXODWLYH� ��� PHDQLQJ� WKDW� HDFK
VXFFHVVLYH� WLHU� DGGV�DQ� DGGLWLRQDO� OHYHO� RI�VFUXWLQ\� WR
WKH�WLHUV�EHORZ����DQG�GR�QRW�UHTXLUH�D�WHFKQLFDO�NQRZO�
HGJH� RI� ,QWHUQHW� V\VWHPV�� � ¦,QIRUPDWLRQ�6SHFLDOLVW§� LQ�
YROYHPHQW� DOVR� YDULHV�E\� WLHU� �VHH� 7DEOH� ���� � $�'26
WUDLQLQJ�SURJUDP�IRU�DOO�VDIHW\�DQG�VRXQGQHVV�H[DPLQHUV
DOUHDG\�KDV�EHJXQ��DQG�WHFKQLFDO�WUDLQLQJ�IRU�LQIRUPDWLRQ
V\VWHPV� VSHFLDOLVWV� LV� EHLQJ� GHYHORSHG�� � $� QHZ� VSH�
FLDOW\�� WKH� HOHFWURQLF� EDQNLQJ� 6XEMHFW� 0DWWHU� ([SHUW�
DOVR�LV�EHLQJ�HVWDEOLVKHG�

0HDVXUHG�6WHSV�LQ�D�1HZ�(QYLURQPHQW

%DQNV� LQFUHDVLQJO\� DUH� EHFRPLQJ� GLVWULEXWRUV� RI
FRPPRGLW\�OLNH� SURGXFWV�� � $V� VXFK�� SURILWDELOLW\� PD\
EHFRPH�GHSHQGHQW�XSRQ�ERWK�FRVW�HIILFLHQFLHV�DQG�KLJK
YROXPH����D�FRPELQDWLRQ�VRPHWLPHV�DUJXHG�DV�LQFRQVLV�
WHQW�ZLWK�KLJK�FRVW� EUDQFK�VWUXFWXUHV�� � ,QWHUQHW� EDQNLQJ
RIIHUV�LQVWLWXWLRQV�D�PHDQV�WR�FRPSHWH�LQ�WKLV�QHZ�HQYL�
URQPHQW�� � ,W� DOVR� RIIHUV� QHZ� ULVNV�� � 5HFRJQL]LQJ� WKLV
WUDGHRII��PDQ\�EDQNV�KDYH�HQWHUHG�WKLV�UHDOP�ZLWK�PHD�
VXUHG�VWHSV���7KRVH�ZKR�KDYH�QRW�IDFH�ULVN�RI�D�GLIIHUHQW
VRUW�� �7KH\� IDFH� LQVWHDG� WKH� ULVN� WKDW� WKHLU� FRPSHWLWLYH
SRVLWLRQ� ZLOO� SDVV� WR� PRUH� LQQRYDWLYH� FRPSHWLWRUV� ��
FRPSHWLWRUV� ZLWK� QHZ� WHFKQRORJLHV� DQG� WKH� GULYH� WR
DFFRPSOLVK�ROG�EXVLQHVV�LQ�WKRURXJKO\�QHZ�ZD\V�

*DU\�7HUQXOOR��6HQLRU�)LQDQFLDO�$QDO\VW

JWHUQXOOR#IGLF�JRY

7KH�'LYLVLRQ�RI�6XSHUYLVLRQ�&ODVVLILFDWLRQV�IRU�,QWHUQHW�%DQNV

/HYHO�� /HYHO�� /HYHO��

'HVFULSWLRQ $Q�LQIRUPDWLRQ�RQO\
VLWH

$�VLWH�SHUPLWWLQJ
HOHFWURQLF
VXEPLVVLRQ�RI�ORDQ
RU�GHSRVLW
DSSOLFDWLRQV

7UDQVDFWLRQDO�VLWH
RIIHULQJ�HOHFWURQLF
ELOO�SD\PHQW�RU�IXQGV
WUDQVIHU�VHUYLFHV

6SHFLDOLVW

([DPLQDWLRQ

5HTXLUHPHQW

�LQ�DGGLWLRQ�WR
6DIHW\�DQG
6RXQGQHVV�([DP�

,QIRUPDWLRQ
6SHFLDOLVW�UHYLHZ
UHTXLUHG�RQO\�LI�VLWH
LV�WLHG�LQWR�LQWHUQDO
EDQN�V\VWHPV�

&RQVXOWDWLRQ�ZLWK
,QIRUPDWLRQ
6SHFLDOLVW�UHTXLUHG
WR�GHWHUPLQH�LI
IXUWKHU�UHYLHZ�LV
ZDUUDQWHG�

&RQFXUUHQW
,QIRUPDWLRQ
6SHFLDOLVW�([DPLQDWLRQ
UHTXLUHG�

7DEOH��
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)RU�0RUH�,QIRUPDWLRQ�

'LYLVLRQ�RI�6XSHUYLVLRQ '26�FXUUHQWO\�LV�LPSOHPHQWLQJ�H[DPLQDWLRQ�JXLGDQFH�IRU�VDIHW\�DQG�VRXQGQHVV�H[�
DPLQHUV�DQG�GHYHORSLQJ�WUDLQLQJ�IRU�WHFKQLFDO�VSHFLDOLVWV�

&\QWKLD�%RQQHWWH��([DPLQHU

&KDLUPDQ��1HZ�%DQNLQJ�7HFKQRORJLHV�7DVN�)RUFH

��������������

6WHSKHQ�:KLWH��,QIRUPDWLRQ�6\VWHPV�5HYLHZ�([DPLQHU

&KDLUPDQ��,QIRUPDWLRQ�6\VWHPV�6XEFRPPLWWHH

)HGHUDO�)LQDQFLDO�,QVWLWXWLRQV�([DPLQDWLRQ�&RXQFLO�7DVN�)RUFH�RQ�6XSHUYLVLRQ

��������������

'LYLVLRQ�RI�&RPSOLDQFH�DQG

&RQVXPHU�$IIDLUV

'&$�LV�UHYLHZLQJ�QHZ�EDQNLQJ�WHFKQRORJLHV�IURP�D�FRQVXPHU�SURWHFWLRQ��IDLU�OHQG�
LQJ�DQG�&5$�SHUVSHFWLYH�WR�SURYLGH�JXLGDQFH�RQ�FRPSOLDQFH�PDWWHUV���'&$�DOVR�LV
FRRUGLQDWLQJ�RXWUHDFK�HIIRUWV�ZLWK�FRQVXPHU�FRPPXQLW\�JURXSV�

-RKQ�-DFNZRRG��6SHFLDO�$VVLVWDQW�WR�WKH�'LUHFWRU

��������������

5HJLRQDO�2IILFH�&RQWDFWV 7RP�2©1HLO��([DPLQDWLRQ�6SHFLDOLVW

'LYLVLRQ�RI�6XSHUYLVLRQ

%RVWRQ�5HJLRQDO�2IILFH

��������������

.LS�&KLOG��6HQLRU�&RPPXQLW\�$IIDLUV��6SHFLDOLVW

'LYLVLRQ�RI�&RPSOLDQFH�DQG�&RQVXPHU�$IIDLUV

%RVWRQ�5HJLRQDO�2IILFH

��������������

2IILFH�RI�3ROLF\�'HYHORSPHQW 23'�SURYLGHV�OHDGHUVKLS�LQ�GHYHORSLQJ�)',&�SROLFLHV��LQFOXGLQJ�WKRVH�DGGUHVVLQJ
QHZ�EDQNLQJ�WHFKQRORJLHV���7KH�RIILFH�FRRUGLQDWHV�VHYHUDO�LQWHUGLYLVLRQDO�HOHF�
WURQLF�EDQNLQJ�HIIRUWV�DQG�UHSUHVHQWV�WKH�)',&�RQ�WKH�LQWHUDJHQF\�8��6��7UHDVXU\
&RQVXPHU�(OHFWURQLF�3D\PHQWV�7DVN�)RUFH�

6KDURQ�3RZHUV�6LYHUWVHQ��'LUHFWRU

��������������

5HODWHG�:HE�6LWHV )',& KWWS���ZZZ�IGLF�JRY
)),(& KWWS���ZZZ�IILHF�JRY
1(7%DQNHU� KWWS���ZZZ�QHWEDQNHU�FRP
%DQNZHE KWWS���ZZZ�EDQNZHE�FRP
1DWLRQDO�&RPSXWHU�6HFXULW\�$VVRF� KWWS���ZZZ�QFVD�FRP
56$�'DWD�6HFXULW\�,QF�� KWWS���ZZZ�UVD�FRP
6PDUW�&DUG�5HVRXUFH�&HQWHU� KWWS���ZZZ�VPDUW�FDUG�FRP
$PHULFDQ�%DQNHUV�$VVRFLDWLRQ� KWWS���ZZZ�DED�FRP



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV 5HJLRQDO�(FRQRP\

1HZ�(QJODQG�5HFRYHU\�&RQWLQXHV

/DVW�\HDU�VDZ�WKH�%RVWRQ�5HJLRQ©V�QRQIDUP�HPSOR\PHQW

LQFUHDVH� ���� SHUFHQW� RYHU� ������ � 7KLV� LQFUHDVH� ZDV

PRGHVWO\� EHORZ� WKH� QDWLRQDO� UDWH� RI� �� SHUFHQW�� �0DV�

VDFKXVHWWV� DFFRXQWV� IRU� DOPRVW� RQH�KDOI� WKH� 5HJLRQ©V

HPSOR\PHQW�EDVH��ZLWK�&RQQHFWLFXW�KROGLQJ�DQRWKHU���

SHUFHQW���%RWK�VWDWHV�KDYH�ZLWQHVVHG�SRVLWLYH�MRE�JURZWK

IRU�WKH�ODVW�IRXU�\HDUV�

$V� EXVLQHVVHV� KDYH� H[SDQGHG� WKHLU� HPSOR\PHQW� DQG

UHYHQXHV��WD[�UHFHLSWV�DFURVV�WKH�5HJLRQ�DOVR�KDYH�ULVHQ�

&KDUW���VKRZV�WKH�UHODWLRQVKLS�EHWZHHQ�RYHUDOO�EXVLQHVV

DFWLYLW\��DV�PHDVXUHG�E\�JURVV�UHFHLSW�DQG�JHQHUDO�VDOHV

WD[HV��DQG� FRPPHUFLDO�DQG� LQGXVWULDO� �&	,�� OHQGLQJ�DW

DOO�)',&�LQVXUHG�LQVWLWXWLRQV�LQ�WKH�%RVWRQ�5HJLRQ�

%HWZHHQ������DQG�������WD[DEOH�UHFHLSWV�IRU�WKH�HQWLUH

5HJLRQ� LQFUHDVHG�DW�DQ�DYHUDJH�UDWH�RI�����SHUFHQW�SHU

\HDU�� ZKLOH� &	,� ORDQV� JUHZ� E\� DQ� DYHUDJH� RI� ���

SHUFHQW� SHU� \HDU�� � 5HODWLYH� WR� ������ KRZHYHU�� WD[� UH�

FHLSWV�ZHUH������SHUFHQW�KLJKHU�LQ�������ZKLOH�&	,�ORDQ

YROXPH�HQGHG�WKH�\HDU�XS�RQO\�����SHUFHQW�

,PSOLFDWLRQV���6KRXOG�1HZ�(QJODQG�H[SHULHQFH�D�VORZ�

GRZQ��WKH�5HJLRQ©V�PRGHVW�FRPPHUFLDO�FUHGLW�H[SRVXUH

FRXOG�UHVXOW�LQ� IHZHU�GROODUV�DW�ULVN� WR�GHFOLQLQJ�FUHGLW

TXDOLW\�DQG�ULVLQJ�GHIDXOW�UDWHV�

:LOO�3DVW�3UREOHPV�$JJUDYDWH�$Q\�)XWXUH

'RZQWXUQ"

$V�WKH�5HJLRQ©V�LQVXUHG�LQVWLWXWLRQV�VHH�WKHLU�ORDQ�SRUW�

IROLRV� JURZ� �KRZHYHU� PRGHVWO\��� FRQFHUQV� PD\� DULVH

RYHU� WKH� SRWHQWLDO� IRU� DQ�HFRQRPLF� GRZQWXUQ�� � $W� WKLV

WLPH�LW�GRHV�QRW�VHHP�OLNHO\�WKDW�WKH�5HJLRQ�ZLOO�IDOO�LQWR

D� UHFHVVLRQ�RQ� LWV� RZQ�� �1HZ�(QJODQG� JHQHUDOO\� LV� LQ

VWHS�ZLWK�WKH�QDWLRQ�LQ�WHUPV�RI�WXUQLQJ�SRLQWV�LQ�HPSOR\�

PHQW� DQG�HFRQRPLF� JURZWK��ERWK� WKH�8�6�� DQG� WKH�5H�

JLRQ©V� ODVW� WURXJKV� LQ� QRQIDUP� HPSOR\PHQW� RFFXUUHG

ZLWKLQ�WZR�PRQWKV�RI�HDFK�RWKHU����$V�D�UHVXOW��D�QDWLRQDO

GRZQWXUQ� ZRXOG� KDYH� D� QHDU�VLPXOWDQHRXV� GDPSHQLQJ

HIIHFW�RQ�WKH�5HJLRQ©V�HFRQRP\�

7R�GHWHUPLQH�ZKDW�IDFWRUV�FRXOG�SRVH�ULVNV�WR�WKH�1HZ

(QJODQG� HFRQRP\�� LW� LV� XVHIXO� WR� H[DPLQH� VRPH� RI� WKH

NH\�VHFWRUV�WKDW�DPSOLILHG�WKH�VHYHULW\�RI�WKH�ODVW�UHFHV�

VLRQ���3DUWLFXODU�DWWHQWLRQ�ZLOO�EH�JLYHQ�LQ�WKLV�DUWLFOH�WR

FRQVWUXFWLRQ� LQ� 0DVVDFKXVHWWV� DQG� DHURVSDFH� DQG� GH�

IHQVH� PDQXIDFWXULQJ�� LQVXUDQFH�� DQG� EDQNLQJ� LQ� &RQ�

QHFWLFXW���$OWKRXJK�WKHVH�VHFWRUV�VWLOO�SRVH�VRPH�GRZQ�

VLGH�ULVNV�WR�WKH�5HJLRQ©V�ODUJHVW�HFRQRPLHV��WKHLU�HIIHFW

RQ�LQVXUHG� LQVWLWXWLRQV�WRGD\�VKRXOG�EH� OHVV�VHYHUH�WKDQ

ZKDW�ZDV�VHHQ�LQ�WKH�HDUO\�����V�

%RVWRQ�5HJLRQ���:LOO�3DVW�3UREOHPV�$JJUDYDWH�$Q\

�)XWXUH�'RZQWXUQ"

• :KLOH�1HZ�(QJODQG©V�HFRQRP\�FRQWLQXHV�WR�H[SDQG�DW�D�VWHDG\�SDFH��WKH�5HJLRQ©V�EDQNV�KDYH�H[SHULHQFHG

RQO\�PRGHVW�FRPPHUFLDO�ORDQ�JURZWK�

• 7KH�PRGHVW�UHFRYHU\�LQ�FRQVWUXFWLRQ�DFWLYLW\�GXULQJ�WKH�ODVW�IHZ�\HDUV�DSSDUHQWO\�KDV�QRW�EHHQ�DFFRPSD�

QLHG�E\�ODUJH�VFDOH�VSHFXODWLYH�EXLOGLQJ�RU�VLJQLILFDQWO\�KLJKHU�OHQGLQJ�E\�DUHD�LQVWLWXWLRQV�

• 5HVLGHQWLDO�UHDO�HVWDWH�PDUNHWV�LQ�0DVVDFKXVHWWV�DUH�IXHOLQJ�ORDQ�JURZWK�IRU�WKH�VWDWH©V�EDQNV�

• ,Q� &RQQHFWLFXW�� JURZWK� LQ� WHFKQRORJ\�� VHUYLFHV�� DQG� WULEDO� JDPLQJ� HPSOR\PHQW� DUH� KHOSLQJ� WR� RIIVHW

FRQWLQXHG�GHFOLQHV�LQ�DHURVSDFH�DQG�GHIHQVH��LQVXUDQFH��DQG�EDQNLQJ�

&KDUW��
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������HVWLPDWHG



�\HDU�HQG�YDOXHV

&	,�/RDQV



6RXUFH���8�6��&HQVXV�DQG�%DQN�DQG�7KULIW�&DOO�5HSRUWV

,QGH[����� ���

1HZ�(QJODQG�&	,�/RDQ�*URZWK�7UDLOLQJ�2YHUDOO�

%XVLQHVV�$FWLYLW\

*HQHUDO�5HFHLSW�6DOHV�7D[HV




�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV 5HJLRQDO�(FRQRP\

&RXOG�0DVVDFKXVHWWV©�5HDO�(VWDWH�0DUNHW�2YHU�

KHDW��$JDLQ��$Q\WLPH�6RRQ"

$OWKRXJK� FRPPHUFLDO� FRQVWUXFWLRQ� DFWLYLW\� KDV� SLFNHG

XS�PRGHVWO\�GXULQJ�WKH�FXUUHQW�H[SDQVLRQ��WKHUH�KDV�EHHQ

OLWWOH� LQ� WKH� ZD\� RI� QHZ� VSHFXODWLYH� EXLOGLQJ�� � 7KH

JUHDWHU� %RVWRQ� DUHD� GRPLQDWHV� WKH� VWDWH©V� FRPPHUFLDO

UHDO�HVWDWH�PDUNHW��DQG�PRVW�QHZ�FRQVWUXFWLRQ�WKHUH�KDV

EHHQ�LQ�VLJQLILFDQWO\�SUH�OHDVHG�RU�EXLOW�WR�VXLW�VLWHV�

,Q�DGGLWLRQ��WKH�VWDWH©V�LQVXUHG�LQVWLWXWLRQV�KDYH�EHHQ�RQ

WKH� VLGHOLQHV� ZLWK� UHVSHFW� WR� GHYHORSPHQW� ORDQV�� � $O�

WKRXJK� WRWDO� FRQVWUXFWLRQ� HPSOR\PHQW� LQ� WKH� %D\� 6WDWH

LQFUHDVHG�E\�DOPRVW����SHUFHQW�EHWZHHQ������DQG������

DQQXDO�DYHUDJH�FRQVWUXFWLRQ�DQG�ODQG�GHYHORSPHQW�ORDQ

EDODQFHV�DW�DOO� LQVXUHG�LQVWLWXWLRQV�DFWXDOO\�IHOO����SHU�

FHQW�

6RPH�PLJKW�DUJXH� WKDW� WKH� SLFN�XS� LQ� FRQVWUXFWLRQ�HP�

SOR\PHQW� LQ� UHFHQW� \HDUV� KDV� DULVHQ� PRVWO\� IURP� WKH

QDWLRQ©V� ODUJHVW� LQIUDVWUXFWXUH� SURMHFW� ��� WKH� PXOWL\HDU

&HQWUDO�$UWHU\�7XQQHO�SURMHFW�LQ�GRZQWRZQ�%RVWRQ��WKH

¦%LJ� 'LJ§��� � 7KLV� SURMHFW� LV� DQ� DUHD� RI� FRQVWUXFWLRQ

DFWLYLW\�LQ�ZKLFK�WKHUH�W\SLFDOO\�ZRXOG�EH�OLWWOH�GHPDQG

IRU� IXQGV� IURP� LQVXUHG� LQVWLWXWLRQV� ��� DQG� WKXV� ZRXOG

H[SODLQ�WKH�ODFN�RI�ORDQ�JURZWK���+RZHYHU��WKLV�SURMHFW

LV� QRW� WKH� GULYLQJ� IRUFH� EHKLQG� WKH� VWDWH©V� LQFUHDVH� LQ

FRQVWUXFWLRQ�UHODWHG�HPSOR\PHQW�

:KLOH�HPSOR\PHQW�LQ�KHDY\�FRQVWUXFWLRQ�GLG�ULVH�DOPRVW

���SHUFHQW�EHWZHHQ������DQG�������WKLV�ULVH�DFFRXQWHG

IRU�RQO\����SHUFHQW�RI� WKH�QHW�JDLQ� LQ�FRQVWUXFWLRQ� MREV

GXULQJ� WKLV� WLPH�� � 0RVW� RI� WKH

JURZWK� RFFXUUHG� LQ� QRQSXEOLF

FRQVWUXFWLRQ� �VSHFLDOW\� WUDGHV

DQG� JHQHUDO� FRQWUDFWRUV��� ZKLFK

URVH�E\�DERXW����SHUFHQW�RYHU�WKH

ODVW�IRXU�\HDUV���7KLV�JURZWK�UHS�

UHVHQWHG� MRE� JHQHUDWLRQ� PRVWO\

WLHG� WR�FRQVWUXFWLRQ�RI�QHZ�UHVLGHQWLDO�DQG�QRQUHVLGHQ�

WLDO�VWUXFWXUHV����DUHDV�ZKHUH�EDQNV�DQG�VDYLQJV�LQVWLWX�

WLRQV� WUDGLWLRQDOO\� KDYH� SURYLGHG� VLJQLILFDQW� IXQGLQJ�

&KDUW���KLJKOLJKWV�WKH� UHVWUDLQHG�JURZWK� LQ�FRQVWUXFWLRQ

OHQGLQJ�LQ�0DVVDFKXVHWWV�

,PSOLFDWLRQV���0DUNHW�IXQGDPHQWDOV�DW�WKH�SUHVHQW�WLPH

GR� QRW� DSSHDU� WR� SRLQW� WRZDUG� DQ� RYHUEXLOW� PDUNHW� ��

RIILFH� DQG� LQGXVWULDO� YDFDQF\� UDWHV� DURXQG�%RVWRQ� DUH

DPRQJ�WKH�ORZHVW�LQ� WKH�QDWLRQ��ZKLOH�RYHUDOO�FRQVWUXF�

WLRQ� HPSOR\PHQW� DQG� FRPPHUFLDO� EXLOGLQJ� DFWLYLW\� UH�

PDLQ�ZHOO� EHORZ�WKHLU� ODWH�����V�SHDN�� � 7KHVH�IXQGD�

PHQWDOV� JHQHUDOO\� VKRXOG� FXVKLRQ� LQVXUHG� LQVWLWXWLRQV©

H[LVWLQJ�UHDO�HVWDWH�SRUWIROLRV�LI� WKH�FRPPHUFLDO�PDUNHW

H[SHULHQFHV�D�GRZQWXUQ�

0DVVDFKXVHWWV©�+RPH�6DOHV�6XSSRUWLQJ�/RDQ

*URZWK

([LVWLQJ� KRPH� VDOHV� KDYH� ULVHQ� GUDPDWLFDOO\� DFURVV

0DVVDFKXVHWWV� VLQFH� ������ � 7KH� HOLPLQDWLRQ� RI� UHQW

FRQWUROV� DURXQG� WKH� JUHDWHU�%RVWRQ� DUHD�� WKH� ODFN� RI

TXDOLW\�UHQWDO�KRXVLQJ��VWHDG\�MRE�JURZWK��ORZ�PRUWJDJH

UDWHV�� DQG� KLJK� FRQVXPHU� FRQILGHQFH� DOO� KDYH� OHG� WR

JUHDWHU� VDOHV� DQG� PHGLDQ� KRPH

SULFHV�

,Q� ������ H[LVWLQJ� KRPH� VDOHV

MXPSHG� ��� SHUFHQW� DFURVV� WKH

VWDWH���7KH�QXPEHU�RI�VDOHV�WUDFNHG

WKURXJK� WKH�0DVVDFKXVHWWV�$VVR�

FLDWLRQ� RI� 5HDOWRUV� VHW� D� QHZ

UHFRUG��EHDWLQJ�WKH�SULRU�DOO�WLPH�KLJK�DFKLHYHG�LQ������

(YHQ�WKH�VWDWH©V�SUHYLRXVO\�RYHUEXLOW�FRQGRPLQLXP�PDU�

NHW�KDV�VHHQ�D�UHVXUJHQFH�LQ�ERWK�VDOHV�DQG�SULFHV�

&KDUW� �� �QH[W� SDJH�� LOOXVWUDWHV� WKH� VWDWH©V� HVFDODWLQJ

DSSHWLWH� IRU� RZQHG�KRPHV� DQG� WKH�HIIHFW� LW�KDV� KDG�RQ

PRUWJDJH�RULJLQDWLRQ�YROXPH�DW�LQVXUHG�LQVWLWXWLRQV���$O�

WKRXJK� PRUWJDJHV� RQ� ��WR��� IDPLO\� KRPHV� JUHZ� OLWWOH

GXULQJ�WKH�ILUVW�IHZ�\HDUV�RI�WKH�UHFHQW�KRPH�VDOHV�ERRP�

WKH\�EHJDQ� WR� LQFUHDVH�ZLWKLQ� WKH�ODVW� WZR�\HDUV�� �9RO�

XPH� URVH� �� SHUFHQW� LQ� ����� DQG� ���� SHUFHQW� LQ� �����

DIWHU�UHPDLQLQJ�HVVHQWLDOO\�XQFKDQJHG�EHWZHHQ������DQG

�����
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&RQVWUXFWLRQ�/DQG

'HYHORSPHQW�/RDQV

���ELOOLRQV��DYJ��RI�

TWU��HQG�GDWD�

1RQLQIUDVWUXFWXUH�

&RQVWUXFWLRQ�(PSOR\PHQW

����V��DQQXDO�DYHUDJH�

&RQVWUXFWLRQ�/HQGLQJ�LQ�0DVVDFKXVHWWV�,V�

/DJJLQJ�6HFWRU
V�5HFRYHU\

6RXUFH���%XUHDX�RI�/DERU�6WDWLV WLFV�DQG�%DQN�DQG�7KULIW�&DOO�5HSRUWV



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV 5HJLRQDO�(FRQRP\

,PSOLFDWLRQV�� � ,QGXVWU\�VRXUFHV�H[SHFW�KRPH�VDOHV�DF�

WLYLW\�WR�OHYHO�RII�RU�GHFOLQH�PRGHVWO\�LQ��������%XLOGLQJ

DFWLYLW\� KDV� EHHQ� PRGHVW�� ZLWK� WKH� OHYHO� RI� SHUPLWV

VWDWHZLGH� XS� RQO\� �� SHUFHQW� EHWZHHQ� WKH� HQG� RI� ����

DQG� ������ � %HFDXVH� KRXVLQJ� FRQVWUXFWLRQ� DQG� XQVROG

LQYHQWRU\�KDYH� QRW�DFFHOHUDWHG�GUDPDWLFDOO\� GXULQJ� WKH

FXUUHQW�F\FOH�� LW�LV�QRW�OLNHO\� WKDW�WKHUH�ZLOO�EH�D�UHSHDW

RI�WKH�����V�JOXW�RI�FRQGRPLQLXPV�RU�RWKHU�RYHUEXLOGLQJ

RI� UHVLGHQWLDO� UHDO� HVWDWH� LQ�0DVVDFKXVHWWV� LQ� WKH� QHDU

IXWXUH���,Q�PRVW�FDVHV��WKLV�VLWXDWLRQ�VKRXOG�PLWLJDWH�ULVNV

WR�UHVLGHQWLDO�OHQGHUV�LQ�WKH�HYHQW�RI�DQ�HFRQRPLF�VORZ�

GRZQ�

'HIHQVH�DQG�,QVXUDQFH�6WLOO�'RZQVL]LQJ�LQ�&RQ�

QHFWLFXW

7KH�ODVW�UHFHVVLRQ�ZDV�SDUWLFXODUO\�KDUG�LQ�&RQQHFWLFXW

EHFDXVH� RI� VHFXODU� HIIHFWV� WKDW� DPSOLILHG� WKH� F\FOLFDO

GHFOLQH�� � 3ULPH� H[DPSOHV� LQFOXGH� WKH� PDVV� OD\RIIV� LQ

DHURVSDFH� DQG� GHIHQVH� PDQXIDFWXULQJ�� LQVXUDQFH�� DQG

EDQNLQJ� DVVRFLDWHG�ZLWK� FRQVROLGDWLRQ� LQ� WKHVH� LQGXV�

WULHV���$OWKRXJK�WKH�VWDWHZLGH�VKDUH�RI�ODERU�LQFRPH�DQG

MREV� UHODWHG� WR� DHURVSDFH� DQG� GHIHQVH�� LQVXUDQFH�� DQG

EDQNLQJ�PD\�VHHP�PRGHVW��VHH�GLVFXVVLRQ�EHORZ���ORFDO

HIIHFWV� IURP�GHIHQVH� DQG�ILQDQFLDO� LQGXVWU\�GRZQVL]LQJ

KDYH�EHHQ�VLJQLILFDQW��H�J���WKH�KLJK�RIILFH�YDFDQF\�UDWHV

LQ� +DUWIRUG� GXH� WR� VKULQNLQJ� LQVXUDQFH� DQG� EDQNLQJ

HPSOR\PHQW��

$HURVSDFH�DQG�'HIHQVH�0DQXIDFWXULQJ���:LWK�WKH�HQG

RI� WKH� &ROG�:DU�� SURFXUHPHQW� VSHQGLQJ� RQ� DHURVSDFH

DQG�GHIHQVH�KDUGZDUH�EHJDQ�GHFOLQLQJ�LQ� WKH�ODWH�����

���ZLWK�DGYHUVH�HIIHFWV�RQ�SULYDWH�VHFWRU�VXSSOLHUV�DQG

ORFDO�HFRQRPLHV�� ��7KH�FORVLQJ�RI�PLOLWDU\�LQVWDOODWLRQV

DOVR�KDV�KXUW�PDQ\�ORFDO�FRPPXQLWLHV�DFURVV�WKH�FRXQWU\

DQG� WKH�5HJLRQ��EXW� LV�QRW�H[DPLQHG

KHUH����$HURVSDFH�DQG�GHIHQVH�PDQX�

IDFWXULQJ�HPSOR\PHQW�EHJDQ�WR�GURS�

RII� LQ�&RQQHFWLFXW� E\� �����DQG� KDV

FRQWLQXHG�WKDW�WUHQG�HYHU�VLQFH����)RU

WKH�SXUSRVHV� RI� WKLV�DUWLFOH� DQG�GXH

WR� FRQVWUDLQWV� RQ� WKH� DYDLODELOLW\� RI

GHWDLOHG� GDWD�� DHURVSDFH� DQG� GHIHQVH� HPSOR\PHQW� LV

GHILQHG� WR� LQFOXGH�DOO� MREV� LQ� WUDQVSRUWDWLRQ�HTXLSPHQW

DQG� LQVWUXPHQW�PDQXIDFWXULQJ��� � &KDUW� ��KLJKOLJKWV� WKLV

VHFWRU©V� GHFOLQH� ��� ZKLFK� KDV� FRQWLQXHG� HYHQ� DV� WKH

VWDWH©V�RYHUDOO�HPSOR\PHQW� OHYHOV�KDYH�EHJXQ�JURZLQJ

DJDLQ�

%\� ������ MREV� LQ�&RQQHFWLFXW©V� GHIHQVH� LQGXVWU\�ZHUH

DERXW� ��� SHUFHQW� EHORZ� WKHLU� ����� SHDN�� � 'XULQJ� WKH

����V� GHIHQVH� EXLOG�XS�� HPSOR\PHQW� LQ� WKDW� LQGXVWU\

DFFRXQWHG�IRU��� WR���SHUFHQW�RI�&RQQHFWLFXW©V� WRWDO� MRE

FRXQW�DQG�DERXW����SHUFHQW�RI�WKH�VWDWH©V� ODERU�LQFRPH�

%\� ������ GHIHQVH� MREV� DFFRXQWHG� IRU� RQO\� DERXW� ���

SHUFHQW�RI�WRWDO�HPSOR\PHQW�DQG���SHUFHQW�RI�LQFRPH���,Q

WKH� PLG�����V�� &RQQHFWLFXW©V� VKDUH� RI� ODERU� LQFRPH

IURP�GHIHQVH�ZDV�DERXW� IRXU� WLPHV� WKDW�RI� WKH�EURDGHU

8�6��HFRQRP\�� LQ������� WKH�VWDWH�ZDV�WKUHH� WLPHV�PRUH

UHOLDQW�RQ�GHIHQVH�LQFRPH�WKDQ�WKH�QDWLRQ�DV�D�ZKROH�

7KH�GRZQVL]LQJ�WUHQG�RI�WKH� ODVW�HLJKW�\HDUV�LV�OLNHO\�WR

FRQWLQXH�� �'HVSLWH�D�SLFN�XS� LQ�QRQGHIHQVH�UHODWHG�DLU�

FUDIW�DQG�SDUWV�GHPDQG��RQH�RI�WKH�VWDWH©V�ODUJHVW�VXSSOL�

HUV� KDV� LQGLFDWHG� SODQV� IRU� IXUWKHU� OD\RIIV� LQ� �����

&XUUHQW�IHGHUDO�EXGJHW�SODQV�DOVR�PD\�QHJDWLYHO\�DIIHFW

ORFDO�GHIHQVH� MREV�RYHU�WKH�QH[W�IHZ�\HDUV��� ,Q�SDUWLFX�

ODU��WKH�FXUUHQW�EXGJHW�FXWV�SULRU�KHOLFRSWHU�SURFXUHPHQW

SODQV��ZKLOH�VSHQGLQJ�RQ�GHYHORSPHQW�RI�WKH�QH[W�JHQHU�

DWLRQ� RI� ILJKWHU� DLUFUDIW� DQG� DGGLWLRQDO� QXFOHDU� VXE�
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([LVWLQJ�+RPH�6DOHV

����V�

����)DPLO\�0RUWJDJHV

���ELOOLRQV��DYJ��RI�TWU��HQG�

0DVVDFKXVHWWV�0RUWJDJH�/HQGLQJ�

&DWFKLQJ�8S�WR�+RPH�6DOHV

6RXUFH���1DWLRQDO�$VVRFLDWLRQ�RI�5HDOWRUV�DQG�%DQN�DQG�7KULIW�&DOO�5HSRUWV
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�,QFOXGHV�HPSOR\PHQW�LQ�LQVWUXPHQWV��6,&�FRGH�����DQG�WUDQVSRUWDWLRQ�

HTXLSPHQW��6,&�FRGH�����

$HURVSDFH�DQG�

'HIHQVH�-REV�
������

6RXUFH���%XUHDX�RI�/DERU�6WDWLVWLFV

7RWDO�1RQIDUP�

-REV������

&RQQHFWLFXW
V�'HIHQVH�,QGXVWU\�&RQWLQXHV�WR�

'RZQVL]H��EXW�7RWDO�(PSOR\PHQW�,V�5LVLQJ



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV 5HJLRQDO�(FRQRP\

PDULQHV�LV�XQGHU�VFUXWLQ\�E\�WKH�3HQWDJRQ�DQG�&RQJUHVV�

$Q\�FXWV�LQ�WKHVH�DUHDV�ZRXOG�KLW�&RQQHFWLFXW©V�GHIHQVH

VXSSOLHUV�SDUWLFXODUO\�KDUG�JLYHQ�WKHLU�IRFXV�RQ�DLUFUDIW

HQJLQH�DQG�SDUWV��VXEPDULQH��DQG�KHOLFRSWHU�SURGXFWLRQ�

,QVXUDQFH� DQG� %DQNLQJ�� � ,Q� DGGLWLRQ� WR� GHIHQVH�� WKH

VWDWH©V�LQVXUDQFH�DQG�EDQNLQJ� LQGXVWULHV�DOVR�KDYH�EHHQ

FRQVROLGDWLQJ�� � 7KH� FRQVROLGDWLRQ� DPRQJ� EDQNV� LV� D

FRPPRQ� VWRU\� QDWLRQZLGH�� DQG� &RQQHFWLFXW©V� LQGXVWU\

KDV�EHHQ�QR�GLIIHUHQW���,Q�WKH�LQVXUDQFH�EXVLQHVV��FRQVRO�

LGDWLRQ� DQG� MRE� ORVVHV� LQ� WKH� VWDWH� ODUJHO\� KDYH� EHHQ

FRQILQHG�WR�OLIH�LQVXUDQFH�FDUULHUV�

7UDYDLOV� LQ� WKH� LQVXUDQFH� LQGXVWU\�

VXFK� DV� ORVVHV� GXH� WR� EDG� UHDO

HVWDWH� LQYHVWPHQWV� DQG� LQFUHDVHG

QRQLQGXVWU\� FRPSHWLWLRQ�� KDYH� OHG

WR� D� VKDNHRXW� RI� ZHDNHU� ILUPV�

&KDUW� �� VKRZV� WKH� UHFHQW� WUHQG� LQ

LQVXUDQFH� HPSOR\PHQW�� � /LNH� GH�

IHQVH�� LQVXUDQFH� SD\UROOV� FRQWLQXH

WR�GHFOLQH���(PSOR\PHQW� LQ�WKH� LQGXVWU\� IHOO����SHUFHQW

EHWZHHQ�WKH������SHDN�DQG�������PDLQO\�GXH�WR�D�GURS

DPRQJ� OLIH� LQVXUDQFH� XQGHUZULWHUV�� � 'HVSLWH� WKH� ODUJH

MRE�ORVVHV��WKH�VWDWH©V�UHOLDQFH�RQ�WKH�LQVXUDQFH�LQGXVWU\

DV�D�VRXUFH�RI�LQFRPH�FRQWLQXHV�WR�EH�DERXW�WKUHH�WLPHV

WKDW�RI�WKH�8�6���ZKHUH�LW�KDV�KHOG�IRU�WKH�ODVW�GHFDGH��

:KLOH�QRW�VKRZQ�RQ�&KDUW����EDQNLQJ� MREV�GURSSHG�E\

���SHUFHQW�EHWZHHQ������DQG���������IDOOLQJ�����SHUFHQW

LQ�WKH�ODVW�\HDU�DORQH���7KH�SRWHQWLDO�H[LVWV�IRU�IXUWKHU�MRE

FXWV�� � ,Q� WKH�DEVHQFH� RI�VWURQJ�HFRQRPLF� JURZWK��&RQ�

QHFWLFXW©V� LQVWLWXWLRQV� JHQHUDOO\� ZLOO� LQFUHDVH� PDUNHW

VKDUH�DQG�UHYHQXHV�DW�WKH�H[SHQVH�RI�RWKHU�SOD\HUV�LQ�WKH

LQGXVWU\�� �&RQQHFWLFXW©V� UHOLDQFH�RQ� ODERU�LQFRPH�IURP

EDQNLQJ� LV� QR�PRUH� WKDQ� WKDW�VHHQ� LQ� WKH� EURDGHU�8�6�

HFRQRP\�

'HVSLWH�&RQVROLGDWLQJ�6HFWRUV��&RQQHFWLFXW

(FRQRP\�)DFHV�/RZHU�5LVNV�7RGD\

$OWKRXJK� FRQVROLGDWLRQ� DQG� MRE� ORVVHV� VHHP� OLNHO\� WR

FRQWLQXH� LQ� GHIHQVH�� LQVXUDQFH�� DQG� SRVVLEO\� EDQNLQJ

RYHU� WKH� QHDU� WHUP�� WKLV�VHFWRUDO�GHFOLQH� VKRXOG�UHSUH�

VHQW�OHVV�RI�D�GUDJ�RQ�WKH�VWDWH©V�HFRQRP\�WKDQ� LQ�SULRU

\HDUV���$V�QRWHG�LQ�&KDUWV����SUHYLRXV�SDJH��DQG����WRWDO

QRQIDUP� HPSOR\PHQW� KDV� EHHQ� ULVLQJ� DFURVV� WKH� VWDWH�

-RE�JURZWK� LQ�WULEDO�JDPLQJ��WHFKQRORJ\��VXFK�DV�ILEHU�

RSWLFV�� ODVHUV�� DQG� VRIWZDUH��� DQG� VHUYLFHV� KDYH�PRUH

WKDQ�RIIVHW�WKH�GHFOLQHV�LQ�FRQVROLGDWLQJ�LQGXVWULHV�

,PSOLFDWLRQV�� � $V� HYLGHQFHG� E\� WKH� VWDWH©V� SRVLWLYH

RYHUDOO�MRE�DQG�LQFRPH�JURZWK��&RQQHFWLFXW©V�GRZQVL]�

LQJ� LQGXVWULHV�VKRXOG�UHPDLQ�D�PRGHVW�GUDJ�RQ�JURZWK�

7KH�HIIHFW�RQ�ORDQ�SRUWIROLRV�IURP�WKH�VWDWH©V�UHFHVVLRQ

OLQJHUV�WRGD\���$OWKRXJK�&	,�OHQGLQJ�LQFUHDVHG�VWHDGLO\

EHWZHHQ������DQG�������EDODQFHV�LQ�������DGMXVWHG�IRU

RXW�RI�VWDWH�PHUJHUV��ZHUH�VWLOO�DERXW����SHUFHQW�EHORZ

SUH�UHFHVVLRQ�OHYHOV���&RQVXPHU�ORDQ�EDODQFHV��PHUJHU�

DGMXVWHG�� DOVR� DUH� DERXW� ��� SHUFHQW� EHORZ� WKHLU� ����

YROXPH���*LYHQ�WKHLU�VPDOOHU�SRUWIROLRV�DQG�PRGHVW�ORDQ

JURZWK�� WKH�VWDWH©V� LQVWLWXWLRQV�VKRXOG�QRW�EH�DV�KHDYLO\

H[SRVHG� WR� D�SRWHQWLDO�GRZQWXUQ� DV� WKH\�ZHUH� SULRU� WR

WKH�ODVW�UHFHVVLRQ�

1RUPDQ�:LOOLDPV��5HJLRQDO�(FRQRPLVW

&KDUW��
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,QVXUDQFH�-REV

�����

6RXUFH���%XUHDX�RI�/DERU�6WDWLVWLFV

7RWDO�1RQIDUP�

-REV������

/LIH�,QVXUDQFH�+DV�$FFRXQWHG�IRU�0RVW�RI�

&RQQHFWLFXW
V�/RVW�,QVXUDQFH�-REV



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV )LQDQFLDO�0DUNHWV

7KH�$VVHW�%DFNHG�6HFXULWLHV�0DUNHW��7KH

(IIHFWV�RI�:HDNHQHG�&RQVXPHU�/RDQ�4XDOLW\

$VVHW�EDFNHG�VHFXULWLHV� �$%6��DUH�GHEW� VHFXULWLHV� WKDW
DUH�EDFNHG�E\�ORDQV�VXFK�DV�FUHGLW�FDUGV��FDU�ORDQV��DQG
KRPH� HTXLW\� ORDQV�� � 2YHU� WKH�SDVW� WHQ� \HDUV�� WKH�$%6
PDUNHW�KDV�JURZQ�GUDPDWLFDOO\���,Q�������WKH�LVVXDQFH�RI
$%6�ZDV� �����ELOOLRQ�� XS� IURP� ����ELOOLRQ� LVVXHG� LQ
�����DV� LOOXVWUDWHG� LQ�&KDUW���� �&RPPHUFLDO�EDQNV�DQG
FUHGLW�FDUG�FRPSDQLHV�DFFRXQWHG�IRU�DSSUR[LPDWHO\���
SHUFHQW�RI�WRWDO�$%6�LVVXDQFH�ODVW�\HDU�� �0DMRU�EX\HUV
RI�$%6�ZHUH�PXWXDO�IXQGV��LQVXUDQFH�FRPSDQLHV��FRUSR�
UDWLRQV��DQG�IRUHLJQ�DQG�GRPHVWLF�EDQNV���$OWKRXJK�LW�LV
GLIILFXOW�WR�TXDQWLI\�WKH�DPRXQW�RI�EDQN�LQYHVWPHQW�LQ�WKH
$%6� PDUNHW�� PDUNHW� SDUWLFLSDQWV� KDYH� REVHUYHG� WKDW
VPDOO�DQG�PLGVL]HG�EDQNV�KDYH�UHFHQWO\�LQFUHDVHG�WKHLU
KROGLQJV�RI�$%6�

0RQROLQH�FUHGLW�FDUG�EDQNV�DQG�ODUJH�EDQNV�ZLWK�VLJQLI�
LFDQW�FUHGLW�FDUG�RSHUDWLRQV�KDYH�EHHQ�SDUWLFXODUO\�DF�
WLYH� $%6� LVVXHUV�� � ,VVXLQJ� EDQNV� JHQHUDOO\� VWUXFWXUH
$%6�WUDQVDFWLRQV�DV�QRQUHFRXUVH�VDOHV� �ORDQV�WKDW�FDQ�
QRW�EH�¦SXW�EDFN§�WR�LVVXHUV�XSRQ�GHIDXOW���ZKLFK�UHVXOWV
LQ� WKH� UHPRYDO� RI� WKH� DVVHWV� IURP� WKH� EDQN©V� EDODQFH
VKHHW� DQG� ORZHUV� FDSLWDO� UHTXLUHPHQWV�� � ,Q� RUGHU� WR
UHFHLYH� LQYHVWPHQW�JUDGH�UDWLQJV�RQ� WKHLU�$%6�� LVVXHUV
PXVW�SURYLGH�FUHGLW�VXSSRUW�HLWKHU�LQ� WKH� IRUP�RI�RYHU�
FROODWHUDOL]DWLRQ��UHVHUYH�DFFRXQWV��RU�WKLUG�SDUW\�FUHGLW
HQKDQFHPHQW�IURP�ERQG�LQVXUHUV�

%DQN� LVVXHUV� EHQHILW� IURP�WKH�VDOHV� WUHDWPHQW�RI�DVVHWV
LQWR�WKH�VHFXULW\�ZLWKRXW�FRPSOHWHO\�VHYHULQJ�WKHLU�HFR�
QRPLF� LQWHUHVW� LQ� WKH� LQFRPH� JHQHUDWHG� E\� WKH� DVVHWV�
7KH�HFRQRPLF� LQWHUHVW� UHVXOWV�ZKHQ� WKH� UHYHQXH�JHQHU�
DWHG�E\�WKH�VROG�DVVHWV�DIWHU�FKDUJH�RIIV��VHUYLFLQJ�IHHV�

DQG�LQWHUHVW�FRXSRQ�SD\PHQW�LV�UHFRJQL]HG�DV�LQFRPH�E\
WKH�LVVXHU���7KLV�VXUSOXV�LV�UHIHUUHG�WR�DV�H[FHVV�VSUHDG�
%DQNV� WKDW� LVVXH�$%6� XVXDOO\� FRQWLQXH� WR� VHUYLFH� WKH
XQGHUO\LQJ� DVVHWV�� ZKLFK� QRW� RQO\� JHQHUDWHV� VHUYLFLQJ
LQFRPH�EXW�DOVR�SHUPLWV�FXVWRPHU� UHODWLRQVKLSV�WR�FRQ�
WLQXH�

'HOLQTXHQF\�DQG�FKDUJH�RII� UDWHV� URVH�LQ������RQ�FRQ�
VXPHU�ORDQV��SDUWLFXODUO\�LQ�FUHGLW�FDUGV�DQG�DXWR�ORDQV�
'HVSLWH�WKLV�ULVH��WKH�GLIIHUHQFH�EHWZHHQ�$%6�DQG�7UHD�
VXU\� \LHOGV� RI� VLPLODU� PDWXULW\� GLG� QRW� LQFUHDVH�� � $V
&KDUW� �� �QH[W� SDJH�� VKRZV�� WKH� DYHUDJH� VSUHDG� WR� WKH
WZR�\HDU�7UHDVXU\�QRWH�RQ�VHOHFWHG�$%6�SURGXFWV�FRQ�
WLQXHG� WR� WLJKWHQ� GXULQJ� ������ � 7KH� ODFN� RI� ZLGHQLQJ
VSUHDGV� GHVSLWH� WKH� RYHUDOO� ZHDNHQLQJ� LQ� FRQVXPHU
FUHGLW�TXDOLW\�UHIOHFWV�VWURQJ�GHPDQG�IURP�DQ�H[SDQGLQJ
LQYHVWRU� EDVH�� ZKLFK� LQFUHDVLQJO\� LQFOXGHV� RYHUVHDV

)LQDQFLDO�0DUNHWV

• :KLOH�GHPDQG�IRU�DVVHW�EDFNHG�VHFXULWLHV�FRQWLQXHV�WR�EH�VWURQJ��IXUWKHU�GHWHULRUDWLRQ�LQ�FRQVXPHU�FUHGLW

TXDOLW\�FRXOG�KDYH�DGYHUVH�HIIHFWV�RQ�ERWK�LQYHVWRUV�DQG�LVVXHUV�

• $OWKRXJK�WKHUH�KDV�EHHQ�OLWWOH�QHW�FKDQJH�LQ�WKH�7UHDVXU\�\LHOG�FXUYH�EHWZHHQ�6HSWHPEHU�����������DQG

HDUO\�0DUFK�������UDWHV�LQ�WKH���\HDU�WR����\HDU�VHJPHQW�RI�WKH�\LHOG�FXUYH�GLG�IOXFWXDWH�PRGHVWO\�GXULQJ

WKLV�WLPH�SHULRG�

• 'XULQJ�WKH�IRXUWK�TXDUWHU�������WKH�6	3�&RPSRVLWH�%DQN�,QGH[�DQG�WKH�%RVWRQ�5HJLRQ©V�%DQN�,QGH[

�%5%,��ERWK�RXWSHUIRUPHG�WKH�6	3������HDFK�JDLQLQJ�DERXW����SHUFHQW��UHVSHFWLYHO\��FRPSDUHG�WR�DQ�DO�

PRVW���SHUFHQW�JDLQ�IRU�WKH�6	3�������6R�IDU�LQ�������WKH�%5%,�KDV�RXWSHUIRUPHG�ERWK�WKH�6	3�&RPSRV�

LWH�%DQN�,QGH[�DQG�WKH�6	3�����

• %DQNV©� SULFH�HDUQLQJV� UDWLRV� UHODWLYH� WR� WKH� EURDGHU�PDUNHW� KDYH� EHHQ� WUHQGLQJ� XSZDUG� VLQFH� �����

SHUKDSV�VLJQDOLQJ�DQ�LPSURYHG�SHUFHSWLRQ�RI�WKH�TXDOLW\�RI�EDQN�HDUQLQJV�

�

��
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���

���

����������������

$%6�,VVXDQFH�,V�RQ�WKH�5LVH

6RXUFH���%ORRPEHUJ��,QVLGH�0%6�DQG�$%6

��%LOOLRQ

&UHGLW�&DUG�

$XWR�

+RPH�(TXLW\�

2WKHU�

&KDUW��
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EX\HUV���6SUHDGV�RQ�VHOHFWHG�FUHGLW�FDUG�DQG�DXWR�$%6
SURGXFWV� EHJDQ� WR� LQFUHDVH� GXULQJ� WKH� ILUVW� TXDUWHU� RI
������ KRZHYHU�� DV� LQYHVWRUV� UHDFWHG� WR� KLJKHU� WKDQ
H[SHFWHG� FKDUJH�RIIV� UHSRUWHG� E\� VRPH� RI� WKH� ODUJHU
LVVXHUV�

7KH�LQFUHDVLQJ�IUHTXHQF\�RI�UDWLQJ�DJHQFLHV©�UHYLHZV�IRU
SRVVLEOH� GRZQJUDGHV� RI� FUHGLW� FDUG� WUDQVDFWLRQV�� DV
ZHOO�DV�SUREOHPV�LQ�WKH�DXWR�ILQDQFH�VHFWRU��KDYH�UDLVHG
VRPH�FRQFHUQV�LQ�WKH�$%6�PDUNHW���+RZ�ZRXOG�D�IXUWKHU
GHWHULRUDWLRQ�LQ�FRQVXPHU�FUHGLW�DIIHFW�WKH�$%6�PDUNHW"
)RU�WKH�LVVXHU��KLJKHU�FKDUJH�RIIV��DEVHQW�D�FRUUHVSRQG�
LQJ�LQFUHDVH�LQ� IHHV�RU�UDWHV��UHGXFHV� WKH�H[FHVV�VSUHDG
IURP�WKH�$%6�� � ,I�GHWHULRUDWLRQ�ZRUVHQV�� WKH�$%6�IDFH
SRWHQWLDO�UDWLQJ�GRZQJUDGHV���7KLV�VLWXDWLRQ�PD\�FRPSHO
WKH�LVVXHU�WR�LPSURYH�WKH�RYHUDOO�ORDQ�TXDOLW\�LQ�WKH�$%6
RU� IDFH�ZKDW� LV� WHUPHG� DQ� ¦HDUO\� DPRUWL]DWLRQ§� HYHQW�
$Q�HDUO\�DPRUWL]DWLRQ�HYHQW�PD\�UHVXOW�LQ�WKH�WHUPLQDWLRQ
RI� WKH�$%6�LVVXH� SULRU� WR� WKH�PDWXULW\� GDWH�� � 2QFH� DQ
HDUO\� DPRUWL]DWLRQ� RFFXUV��QHZ� UHFHLYDEOHV� DVVRFLDWHG
ZLWK�WKH�DFFRXQWV�LQ�WKH�DVVHW�EDFNHG�VHFXULW\�QR�ORQJHU
PRYH�LQWR�WKH�VHFXULW\�EXW�PXVW�EH�IXQGHG�E\�WKH�EDQN�RQ
WKHLU� EDODQFH� VKHHW� DQG� DFFRXQWHG� IRU� LQ� GHWHUPLQLQJ
FDSLWDO�UHTXLUHPHQWV���,Q�DGGLWLRQ��DQ�LVVXHU©V�DFFHVV�WR
WKH�$%6�PDUNHW�PD\�EHFRPH�PRUH�FRVWO\�DIWHU�DQ�HDUO\
DPRUWL]DWLRQ�LI�LQYHVWRUV�GHPDQG�KLJKHU�\LHOGV�RQ�VXEVH�
TXHQW�LVVXHV�

)RU� WKH� LQYHVWRU�� WKH� WKUHDW� RI� D� UDWLQJV� GRZQJUDGH
XVXDOO\� LPSDLUV� WKH�PDUNHW� YDOXH� RI� WKH� VHFXULW\�� � ,Q�
YHVWRUV�DOVR�PD\�IRUIHLW�VRPH�LQWHUHVW�LQFRPH�LQ�DQ�HDUO\
DPRUWL]DWLRQ�EHFDXVH�SULQFLSDO�PD\�EH�SDLG�SULRU�WR�WKH
VFKHGXOHG� PDWXULW\� GDWH�� � $%6� LQYHVWRUV� ZRXOG� ORVH
SULQFLSDO�� KRZHYHU�� RQO\� LI� WKH� GHWHULRUDWLRQ� LQ� WKH
TXDOLW\� RI� WKH� XQGHUO\LQJ� ORDQV� LV� VHYHUH� HQRXJK� WR
GHSOHWH� WKH� HQWLUH� FUHGLW� VXSSRUW�� � 7KH� KLJK� OHYHO� RI
FUHGLW�VXSSRUW�GHPDQGHG�E\�UDWLQJ�DJHQFLHV�RQ�H[LVWLQJ

$%6� GHDOV� PLQLPL]HV� WKH� ULVN� RI� SULQFLSDO� ORVV� E\
LQYHVWRUV�

'XULQJ�������VRPH�EDQNFDUG� LVVXHUV�WRRN�VWHSV�WR�SUH�
YHQW�D� UDWLQJV�GRZQJUDGH�RU�D�SRVVLEOH�HDUO\�DPRUWL]D�
WLRQ���0HWKRGV�XVHG�E\�EDQN�LVVXHUV�WR�VXSSRUW�GHWHULR�
UDWLQJ�$%6�KDYH�LQFOXGHG�WKH�VDOH�RI�QHZ�UHFHLYDEOHV�DW
D� GLVFRXQW�� WKH� UHSXUFKDVH� RI� ORZ� TXDOLW\� UHFHLYDEOHV
IURP�WKH�LVVXH��DQG�WKH�LQIXVLRQ�RI�DGGLWLRQDO�FDVK�LQWR�D
UHVHUYH�DFFRXQW�RI� WKH�$%6�� �+RZHYHU� WKHVH�VWUDWHJLHV
ZHUH�VSHFLILFDOO\�FLWHG�E\�WKH�2IILFH�RI�WKH�&RPSWUROOHU
RI�WKH�&XUUHQF\��2&&��DV�DFWLRQV�WKDW�FRXOG�EH�FRQVLG�
HUHG�UHFRXUVH�DQG�UHTXLUH�IXOO� ULVN�EDVHG�FDSLWDO�WUHDW�
PHQW� IRU� WKH� DVVHWV� LQ� WKH� SDUWLFXODU� $%6� LVVXH�� � 7KH
)',&�LV�ZRUNLQJ�ZLWK�RWKHU�UHJXODWRU\�DJHQFLHV�WKURXJK
WKH� )HGHUDO�)LQDQFLDO� ,QVWLWXWLRQV�([DPLQDWLRQ�&RXQFLO
�)),(&��RQ�QHZ�5LVN�%DVHG�&DSLWDO�*XLGHOLQHV�WKDW�DUH
H[SHFWHG�WR�DGGUHVV�OLPLWDWLRQV�RQ�SRVW�VDOH�DFWLRQV�DQG
FDSLWDO� UHTXLUHPHQWV� IRU� GLUHFW� FUHGLW� VXEVWLWXWHV� RU
FUHGLW�HQKDQFHPHQWV�IRU�$%6�

*LYHQ� WKH� FRQWLQXLQJ� WUHQG� RI� KLJKHU� FKDUJH�RIIV� DQG
GHOLQTXHQFLHV� IRU�FUHGLW�FDUG� ORDQV�� LQYHVWRUV�FRQVLGHU
WKH� $%6� PDUNHW� OHVV� KRPRJHQHRXV� LQ� WHUPV� RI� LVVXHU
TXDOLW\�DQG�WKHUHIRUH�DUH�VFUXWLQL]LQJ�WKH�VHFXULWL]DWLRQV
RI�LVVXHUV�PRUH�FORVHO\���$OWKRXJK�WKH�ULVNV�YDU\�E\�$%6
LVVXHU�� EDQNV� WKDW� LVVXH� RU� LQYHVW� LQ� WKH� $%6� PDUNHW
VKRXOG� EH�FRJQL]DQW� RI� WKH� FKDQJLQJ�PDUNHW� FRQGLWLRQV
DQG�SRWHQWLDO�ULVNV�DVVRFLDWHG�ZLWK�$%6�

&KDQJHV�LQ�,QWHUHVW�5DWHV�DQG�%RQG�9DOXHV

&KDUW��� �QH[W�SDJH��VKRZV� OLWWOH�FKDQJH�LQ� WKH�7UHDVXU\
\LHOG� FXUYH� EHWZHHQ� 6HSWHPEHU� ���� ������ DQG� HDUO\
0DUFK��������:KDW�WKLV�FKDUW�GRHV�QRW�VKRZ��KRZHYHU�
LV�KRZ�UDWHV�LQ�WKH���\HDU�WR����\HDU�VHJPHQW�RI�WKH�\LHOG

&KDUW��
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&RPSDULVRQ�RI�6SUHDGV�WR�7UHDVXULHV�IRU�$VVHW�%DFNHG�6HFXULWLHV������<HDU�0DWXULW\

$XWR

&DUG

6RXUFH���3UXGHQWLDO�6HFXULWLHV

%DVLV�3RLQWV

+RPH�(TXLW\
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5HJXODU�)HDWXUHV )LQDQFLDO�0DUNHWV

FXUYH� IOXFWXDWHG� GXULQJ� WKLV� WLPH� SHULRG�� � 7KH� SDWK� RI
\LHOGV� RQ�7UHDVXU\� ERQGV�ZLWK� ��\HDU� WKURXJK� ���\HDU
PDWXULWLHV� FKDQJHG� GLUHFWLRQV� IRXU� WLPHV�� ULVLQJ� RU
IDOOLQJ�E\�PRUH�WKDQ����EDVLV�SRLQWV���0RYHPHQWV�LQ�WKH
VKRUWHU�VHJPHQW�RI� WKH�\LHOG�FXUYH�KDYH�EHHQ� OHVV�SUR�
QRXQFHG�

,Q�RUGHU�WR�FRQVLGHU�WKH�HIIHFW�WKDW�WKHVH�UDWH�VZLQJV�PD\
KDYH� KDG� RQ� EDQNV©� IL[HG� LQFRPH� SRUWIROLRV�� &KDUW� �
VKRZV� WKH� SHUFHQW� FKDQJH� LQ� WKH� \LHOG� RQ� WKH� ��\HDU
7UHDVXU\�DQG�WKH�SHUFHQW�FKDQJH�LQ�WKH�PDUNHW�YDOXH�RI�D
PRGHO�EDQN�SRUWIROLR�FUHDWHG�E\�WKH�'LYLVLRQ�RI�,QVXU�
DQFH�� �7KH�SUHVHQWDWLRQ�RI�WKLV�PRGHO�SRUWIROLR�H[WHQGV
DQ�DQDO\VLV�WKDW�ZDV�LQWURGXFHG�LQ�WKH�ILUVW�TXDUWHU�����
HGLWLRQ� RI� WKH�5HJLRQDO� 2XWORRN�� ZKLFK� ORRNHG�DW� WKH

PDUNHW�YDOXHV�RI�VHYHUDO� FRPPRQ�IL[HG� LQFRPH�LQVWUX�
PHQWV�UHODWLYH�WR�LQWHUHVW�UDWH�PRYHPHQWV�

,Q�RUGHU� WR�HQKDQFH�WKH�PRGHO�SRUWIROLR©V�DSSOLFDELOLW\
WR�EDQN�SRUWIROLRV��WKH�W\SH�DQG�DPRXQW�RI�WKH�VHFXULWLHV
FKRVHQ�IRU� WKH�SRUWIROLR�DUH�EDVHG�RQ�DQ�DJJUHJDWLRQ�RI
VHFXULWLHV�UHODWHG�&DOO�5HSRUW�GDWD���7KH� OLPLWDWLRQV�RI
&DOO�5HSRUW�GDWD�FRQFHUQLQJ�WKH�PDWXULW\�GLVWULEXWLRQ�RI
VHFXULWLHV� UHTXLUHG� WKDW� DVVXPSWLRQV� EH� PDGH� ZKHQ
FKRRVLQJ� WKH� PDWXULW\� RI� WKH� VHFXULWLHV� IRU� WKH� PRGHO
SRUWIROLR���$Q�HIIRUW�ZDV�PDGH��KRZHYHU��WR�FRQVWUXFW�D
PRGHO�SRUWIROLR�WKDW�DSSUR[LPDWHV�� LQ�WKH�DJJUHJDWH��WKH
PDWXULW\�GLVWULEXWLRQ�RI� WKH�DJJUHJDWH�FRPPHUFLDO�EDQN
SRUWIROLR���7KH�PRGHO�SRUWIROLR�LV�VKRZQ�LQ�7DEOH���

$V� VKRZQ� LQ� 7DEOH� ��� WKH� WRWDO� PDUNHW� YDOXH� RI� WKH
SRUWIROLR�FKDQJHG� OHVV� WKDQ�RQH�KDOI�RI���SHUFHQW�VLQFH
6HSWHPEHU������������7KH�SRUWIROLR©V�SHULRG�KLJK�YDOXH�
UHSUHVHQWLQJ�D������SHUFHQW�LQFUHDVH�IURP�6HSWHPEHU����
������RFFXUUHG�RQ�1RYHPEHU�����������ZKHQ�WKH���\HDU

7\SH�RI�6HFXULW\ 3DU
9DOXH

3HUFHQW
RI

3RUWIROLR

0DWXULW\
RU

:$/

3HUFHQW
&KDQJH
IURP

�������
WR

��������

3HUFHQW
&KDQJH
IURP

�������
��WR

�������

3HUFHQW
&KDQJH
IURP

�������
WR

�������

8�6��7UHDVXU\����� ����� ��� �\U ����� ������ �����

)10$�$JHQF\������&DOODEOH ����� ��� �\U ����� ������ �����

6WDWH�&RXQW\�0XQLFLSDO�*2����� ��� �� ��\U ����� ������ �����

)10$�0RUWJDJH�3DVVWKURXJK����� ����� ��� �\U ����� ������ �����

)10$��5(0,&�������3$& ����� ��� ���\U ����� ������ ������

&UHGLW�&DUG�$VVHW�%DFNHG�6HFXULW\ ����� ��� �\U ����� ����� �����

727$/ ������ ���� ����\U ����� ������ �����

7DEOH��

&KDUW��
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6RXUFH���%ORRPEHUJ

��\HDU�

7UHDVXU\�

0RGHO�3RUWIROLR
V�9DOXH�5HODWLYH�WR���<HDU�
7UHDVXU\�<LHOG���3HUFHQW�&KDQJH�

&KDUW��

7UHDVXU\�<LHOG�&XUYH�6KRZV�/LWWOH�

&KDQJH�6LQFH�6HSWHPEHU���������
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6RXUFH��%ORRPEHUJ



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV )LQDQFLDO�0DUNHWV

7UHDVXU\� UDWH� IHOO� WR� LWV� SHULRG�
ORZ�RI������SHUFHQW���2EVHUYH�WKDW�
ZKLOH� ORQJHU�WHUP�UDWHV�IOXFWXDWHG
PRGHVWO\� RYHU� WKH� UHSRUWLQJ� SH�
ULRG�� WKH� UHDVRQDEO\� VKRUW
ZHLJKWHG� DYHUDJH� OLIH� �:$/�� RI
WKH�SRUWIROLR�IXUWKHU�PRGHUDWHG�WKH
YDOXH� FKDQJHV� VXVWDLQHG� E\� WKH
SRUWIROLR���&KDQJHV�LQ�WKH�YDOXH�RI
WKH�PRGHO�SRUWIROLR�GHPRQVWUDWH�D
KLJKHU� FRUUHODWLRQ� WR� FKDQJHV� LQ� WKH� ��\HDU� 7UHDVXU\
\LHOG� WKDQ� WR� RWKHU� PDWXULWLHV� DORQJ� WKH� \LHOG� FXUYH
EHFDXVH� WKH� ��\HDU� ERQG©V�PDWXULW\� EHWWHU�PDWFKHV� WKH
:$/�RI� WKH�PRGHO�SRUWIROLR�� �(YHQ�WKRXJK� WKH����\HDU
7UHDVXU\�UDWH�LV�RIWHQ�FLWHG�DV�D�EHQFKPDUN�IRU�GDLO\�UDWH
FKDQJHV�� LW� PD\� QRW� EH� WKH� PRVW� VLJQLILFDQW� UDWH� LQ
DVVHVVLQJ� H[SRVXUHV� RI� EDQN� VHFXULWLHV� SRUWIROLRV� WR
FKDQJHV�LQ�LQWHUHVW�UDWHV�

2Q�0DUFK�����������WKH�)HGHUDO�5HVHUYH�2SHQ�0DUNHW

&RPPLWWHH�PHW�DQG�UDLVHG�WKH�WDUJHW�IHGHUDO�IXQGV�UDWH

���EDVLV�SRLQWV�WR������SHUFHQW���%\�WKH�IROORZLQJ�GD\�
WKH���\HDU�7UHDVXU\�\LHOG�KDG�ULVHQ� WR������SHUFHQW����
EDVLV�SRLQWV�KLJKHU�WKDQ�WKH���\HDU�7UHDVXU\�\LHOG�GDWHG
0DUFK�����������GLVSOD\HG� LQ�&KDUW��� �SUHYLRXV�SDJH��
7KH�ULVH�LQ�UDWHV�IURP�0DUFK����WR�0DUFK����FDXVHG�WKH
PRGHO� SRUWIROLR©V�PDUNHW�YDOXH� WR� IDOO� �����SHUFHQW� WR
�������

7KLV�PRGHO�SRUWIROLR�ZLOO�EH�XVHG�UHJXODUO\�WR�VKRZ�WKH
HIIHFWV�RQ�ERQG�YDOXHV�RI�LQWHUHVW�UDWHV�PRYHPHQWV�IURP
TXDUWHU�WR�TXDUWHU���,W�DOVR�ZLOO�EH�XVHG�IURP�WLPH�WR�WLPH
WR�LOOXVWUDWH�KRZ�LQYHVWPHQW�FKRLFHV�WKDW�SRUWIROLR�PDQ�
DJHUV�PDNH�FRQFHUQLQJ� GXUDWLRQ��RSWLRQDOLW\�� DQG�RWKHU
ULVN�IDFWRUV�DIIHFW�D�SRUWIROLR©V�UHODWLYH�YRODWLOLW\�

%DQNV©�6WRFN�3ULFHV�DQG�3ULFH�(DUQLQJV�5DWLRV

&RQWLQXHG�WR�5LVH�LQ��������,V�WKH�0DUNHW�,P�

SURYLQJ�LWV�3HUFHSWLRQ�RI�WKH�4XDOLW\�RI�%DQN

(DUQLQJV"

'XULQJ�WKH�IRXUWK�TXDUWHU�RI�������WKH�6	3�&RPSRVLWH

%DQN�,QGH[� RXWSHUIRUPHG� WKH�6	3������ JDLQLQJ�RYHU

���SHUFHQW�FRPSDUHG� WR�DQ�DOPRVW���SHUFHQW�JDLQ� IRU

WKH� 6	3������ �7KH� IRXUWK� TXDUWHU� UHVXOWV� WRSSHG�RII� D
\HDU� GXULQJ� ZKLFK� WKH� 6	3� &RPSRVLWH� %DQN� ,QGH[
JDLQHG����SHUFHQW�FRPSDUHG�WR�D����SHUFHQW�JDLQ�IRU�WKH
6	3� ����� � $V�VKRZQ� LQ�&KDUW� ��� WKH� %RVWRQ�5HJLRQ©V
%DQN� ,QGH[� �%5%,�� JDLQHG� DOPRVW� ��� SHUFHQW� LQ� WKH
IRXUWK�TXDUWHU������� �7KH�%5%,�JDLQHG�DOPRVW����SHU�
FHQW� IRU� WKH� IXOO� \HDU� ������ HQRXJK� WR� RXWSHUIRUP� WKH
6	3������EXW�QRW�WKH�6	3�&RPSRVLWH�%DQN�,QGH[���7KH
\HDU©V�PRGHUDWH� HFRQRPLF�JURZWK�� FRQWDLQHG� LQIODWLRQ�
DQG�IDYRUDEOH�LQWHUHVW�UDWHV�DUH�FUHGLWHG�IRU�SURYLGLQJ�D
IULHQGO\� HQYLURQPHQW� IRU� EDQN� VWRFNV�� � $V������ EHJDQ
ZLWK�PXFK�WKH�VDPH�HFRQRPLF�FRQGLWLRQV��EDQN�HTXLWLHV
KDYH�FRQWLQXHG�WR�GR�ZHOO���7KH�%5%,�LV�XS����SHUFHQW
FRPSDUHG�WR�DQ�DOPRVW����SHUFHQW�JDLQ�IRU�WKH�6	3�%DQN
,QGH[� DQG� D� �� SHUFHQW� JDLQ� IRU� WKH� 6	3� ����� WKURXJK
0DUFK�����������7KH�%5%,�KDV�EHHQ�GULYHQ�SDUWLFXODUO\
E\� WKH� VWURQJ� VWRFN� SHUIRUPDQFH� RI� )OHHW� )LQDQFLDO
*URXS� ,QF�� ZKLFK� LV� XS� ��� SHUFHQW�� WKURXJK� 0DUFK� ��
������ � )OHHW©V� VWRFN� KDV� UDOOLHG� RQ� VSHFXODWLRQ� WKDW
&KDVH� 0DQKDWWDQ� &RUS�� LV� SODQQLQJ� D� WDNHRYHU� ELG�
&KDVH©V� &KLHI� ([HFXWLYH� 2IILFHU��:DOWHU� 6KLSOH\�� KDV
GHQLHG�WKDW�DQ\�VXFK�ELG�LV�SODQQHG�

:KLOH� DSSUHFLDWLQJ� VWRFN� SULFHV� SURYLGH� DQ� REYLRXV
SRVLWLYH� VLJQDO� DERXW� WKH� KHDOWK� RI� WKH� LQGXVWU\�� WKH
PDUNHW� SURYLGHV�RWKHU� LQIRUPDWLRQ� DERXW� WKH� SURVSHFWV
IRU� WKH� LQGXVWU\� WKURXJK� WKH� SULFH�HDUQLQJV� �3�(�� UDWLR�
7KH�3�(�UDWLR�SUHVHQWV�WKH�SULFH�RI�D�FRPSDQ\©V�VWRFN�DV
D�PXOWLSOH�RI� LWV� HDUQLQJV� SHU�VKDUH� DQG� LV�GHULYHG� E\
GLYLGLQJ� WKH� VWRFN©V� PDUNHW� YDOXH� E\� WKH� FRPSDQ\©V
HDUQLQJV�SHU� VKDUH�� �7\SLFDOO\� LQYHVWRUV� DUH�ZLOOLQJ� WR

&KDUW��
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%RVWRQ�5HJLRQ
V�%DQN�,QGH[

6	3�%DQN�,QGH[�

6RXUFH���%ORRPEHUJ��$PHULFDQ�%DQNHU

&KDQJH�IURP��������

7KH�%RVWRQ�5HJLRQ
V�%DQN�,QGH[�2XWSHUIRUPHG�WKH�6	3�����DQG�WKH�6	3�%DQN�,QGH[



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV )LQDQFLDO�0DUNHWV

SD\�D�KLJKHU�SULFH�IRU�D�FRPSDQ\�ZLWK�HDUQLQJV�WKDW�DUH
H[SHFWHG�WR�EH�FRQVLVWHQW�DQG�JURZLQJ���+RZHYHU��ILUPV
ZLWK�PRUH�YRODWLOH�HDUQLQJV�DUH�JHQHUDOO\�SHQDOL]HG�E\
LQYHVWRUV� LQ�WHUPV�RI�VWRFN�SULFH�DQG� ORZHU�3�(�UDWLRV�
*HQHUDOO\��D�KLJKHU�3�(�UDWLR�FDQ�EH�LQWHUSUHWHG�WR�PHDQ
WKDW� LQYHVWRUV� KDYH�PRUH� FRQILGHQFH� LQ� WKH� RXWORRN�IRU
IXWXUH�HDUQLQJV�SHUIRUPDQFH�

7KH� UHODWLRQVKLS�EHWZHHQ� EDQN� 3�(�UDWLRV� DQG� WKH� 3�(
UDWLRV� IRU� WKH� EURDGHU�PDUNHW� SURYLGHV� IXUWKHU� LQVLJKW
LQWR� WKH� PDUNHW©V� SHUFHSWLRQ� RI� WKH� TXDOLW\� RI� EDQN
HDUQLQJV� FRPSDUHG� WR� RWKHU� ILUPV�� � +LVWRULFDOO\�� EDQN
3�(� UDWLRV� KDYH� EHHQ� ORZHU� LQ� WKH� DJJUHJDWH� DV� FRP�
SDUHG�WR�WKH�UHVW�RI�WKH�PDUNHW���7KH�UDWLRQDOH�SRVHG�IRU
WKLV� GLVFRXQWHG� EDQN� 3�(� UDWLR� UHODWLYH� WR� WKH� EURDGHU
PDUNHW�KDV� EHHQ� WKDW� WKH�SULPDU\� VRXUFHV�RI� EDQN�UHY�
HQXH��GHSRVLW�WDNLQJ�DQG�OHQGLQJ�DFWLYLWLHV��WUDGLWLRQDOO\
KDYH�EHHQ�YLHZHG�DV�EHLQJ�PRUH�YRODWLOH�EHFDXVH� WKH\
DUH� SURQH� WR� ULVLQJ� DQG� IDOOLQJ� ZLWK� FKDQJHV� LQ� WKH
EXVLQHVV�F\FOH���)RU�H[DPSOH��GHVSLWH�UHFRUGLQJ�VRPH�RI
WKH� KLJKHVW�TXDUWHUO\� UHWXUQ� RQ�HTXLW\� DYHUDJHV�HYHU� DW
WKH�HQG�RI�������WKH�3�(�UDWLR�RI�WKH�PDMRU�UHJLRQDO�EDQN
LQGH[�ZDV�DW�D�OHYHO�WKDW�ZDV�VWLOO�RQO\�DERXW����SHUFHQW
RI�WKH�EURDGHU�PDUNHW�3�(�

2YHU� WKH� SDVW� WZR� \HDUV� WKH�PDJQLWXGH� RI� WKH� EDQNLQJ
VHFWRU©V�3�(�GLVFRXQW�KDV�GHFOLQHG���$V�VHHQ�LQ�&KDUW���
WKH� 3�(�GLVFRXQW� KDV� JRQH� IURP���� SHUFHQW� WR�RQO\� ��
SHUFHQW��D�UHODWLYH�3�(�UDWLR�RI����SHUFHQW����7KH�KLJKHU
3�(�UDWLR�PD\�UHSUHVHQW� D�YLHZ�E\�PDUNHW�SDUWLFLSDQWV
WKDW� EDQN� HDUQLQJV� DUH� EHFRPLQJ� OHVV� VHQVLWLYH� WR� WKH
EXVLQHVV� F\FOH�� SHUKDSV� DV� D� UHVXOW� RI� JHRJUDSKLF� RU
SURGXFW�UHODWHG�GLYHUVLILFDWLRQ�DQG�PRUH�HIILFLHQW�PDQ�

DJHPHQW� RI� RYHUKHDG� H[SHQVHV�� � $QRWKHU� IDFWRU� FRQ�
WULEXWLQJ�WR�KLJKHU�EDQN�3�(�UDWLRV�FRXOG�LQFOXGH�VSHFX�
ODWLRQ� RQ� EDQN� VWRFNV� DV� LQYHVWRUV� DQWLFLSDWH� SRWHQWLDO
DFTXLVLWLRQV�

$OOHQ�3XZDOVNL��%DQNLQJ�$QDO\VW

.DWK\�5��.DOVHU��&KLHI�

)LQDQFLDO�6HFWRU�$QDO\VLV�6HFWLRQ

&KDUW��
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6	3�0DMRU�5HJLRQDO�%DQN�,QGH[
V

5HODWLYH�3�(�5DWLR�,V�5LVLQJ

3�(�0DMRU�5HJLRQDO�%DQNV���3�(�6	3����

Source:  Bloomberg



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV 5HJLRQDO�%DQNLQJ

5HJLRQ©V�%DQNLQJ�+HDOWK�&RPHV�)XOO�&LUFOH

7KH� RYHUDOO� FRQGLWLRQ� RI� WKH� 1HZ� (QJODQG� EDQNLQJ
LQGXVWU\� FRQWLQXHV� WR� LPSURYH� DV� SRVLWLYH� HFRQRPLF
IDFWRUV�FRXSOHG�ZLWK� WKH� ORQJ�SHULRG� RI� UHODWLYHO\� ORZ
LQWHUHVW�UDWHV�KDYH�UHVXOWHG� LQ�HDUQLQJV�DQG�FDSLWDO�OHY�
HOV� WKDW� QRZ� H[FHHG� SUH�UHFHVVLRQ� OHYHOV�� � � ,Q� �����
LQVXUHG� LQVWLWXWLRQV� LQ� WKH�%RVWRQ�5HJLRQ�KDG�UHWXUQ�RQ
DVVHWV� �52$�� H[FHHGLQJ� WKH� QDWLRQDO� DYHUDJH� IRU� WKH
ILUVW� WLPH� VLQFH� ������ � $Q� DJJUHJDWH� 52$� RI� ����
SHUFHQW� ZDV� DWWDLQHG�� ZLWK� FRPPHUFLDO� EDQNV� HDUQLQJ
�����SHUFHQW�DQG�VDYLQJV�EDQNV� �����SHUFHQW�� � �2QO\��
SHUFHQW�����FRPSDQLHV��RI��WKH�5HJLRQ©V�LQVXUHG�LQVWLWX�
WLRQV� UHSRUWHG�ORVVHV� IRU� WKH�IXOO�\HDU�� WKH�ORZHVW� OHYHO
VLQFH� ������ � $W� WKH� KHLJKW� RI� WKH� UHFHVVLRQ�� QHDUO\
RQH�KDOI� RI� DOO� LQVXUHG� LQVWLWXWLRQV� LQ� WKH�5HJLRQ�ZHUH
RSHUDWLQJ�DW�D�ORVV�

$V�RI�\HDU�HQG�������WKH�7LHU���OHYHUDJH�UDWLR�ZDV�����
SHUFHQW� DQG� KDV� ULVHQ� ��� EDVLV� SRLQWV� VLQFH� \HDU�HQG
������ � 7KH� LQFUHDVH� LQ� FDSLWDO� UDWLRV� ZDV� PRUH� SUR�
QRXQFHG�DW�VPDOO�DQG�PLGVL]HG�LQVWLWXWLRQV��ODUJHU�LQVWL�
WXWLRQV� WHQG� WR�PDLQWDLQ� KLJKHU� GHJUHHV� RI� OHYHUDJH� WR
HQKDQFH�UHWXUQV�RQ�HTXLW\���$V�GHPRQVWUDWHG�LQ�&KDUW���

WKH�PHGLDQ� 7LHU� �� OHYHUDJH�UDWLR� IRU� ERWK� FRPPHUFLDO
DQG� VDYLQJV� EDQNV� KDV� ULVHQ� DW� D� IDVWHU� SDFH� WKDQ� WKH
DYHUDJH�IRU�WKH�5HJLRQ�DV�D�ZKROH�

%HVW�([DPLQDWLRQ�5HVXOWV�6LQFH�,PSOHPHQWDWLRQ

RI� WKH� 8QLIRUP� )LQDQFLDO� ,QVWLWXWLRQV� 5DWLQJ

6\VWHP

$V� FRQGLWLRQV� KDYH� LPSURYHG�� RQ�VLWH� H[DPLQDWLRQV
KDYH� QRWHG� VWHDG\� DQG� VLJQLILFDQW� LPSURYHPHQW� LQ� WKH
RYHUDOO� ILQDQFLDO�FRQGLWLRQ�RI�VXSHUYLVHG� LQVWLWXWLRQV�LQ
WKH� 5HJLRQ�� � 7KH� DYHUDJH� FRPSRVLWH� &$0(/� �QRZ
&$0(/6�� UDWLQJ� DVVLJQHG� IRU� DOO� H[DPLQDWLRQV� FRQ�
GXFWHG� LQ������ZDV������� WKH� ORZHVW� WKDW�PHDVXUH� KDV
EHHQ� VLQFH� WKH� 8QLIRUP� )LQDQFLDO� ,QVWLWXWLRQV� 5DWLQJ
6\VWHP�ZDV�LPSOHPHQWHG�LQ��������,Q�IDFW�������ZDV�WKH
ILUVW� WLPH� WKDW� WKH�DYHUDJH� RI� WKH�&$0(/� UDWLQJ©V� ILYH
LQGLYLGXDO�FRPSRQHQWV�ZHUH�HDFK�EHORZ�¦��§���$V�&KDUW
��LQGLFDWHV��WKH�QXPEHU�RI�)',&�LQVXUHG�EDQN�IDLOXUHV�LV
UHWXUQLQJ�WR�SUH�UHFHVVLRQ�OHYHOV���,Q�WKH�SHULRG�EHWZHHQ
WKH�)',&©V� LQFHSWLRQ� LQ������ DQG� WKH�RQVHW�RI� WKH� ODVW
UHFHVVLRQ�LQ�������WKH�5HJLRQ�DYHUDJHG�RQO\�RQH�IDLOXUH
HYHU\�WKUHH�\HDUV�

5HJLRQDO�%DQNLQJ�&RQGLWLRQV

• 7KH�%RVWRQ�5HJLRQ©V�LQVXUHG�LQVWLWXWLRQV�KDYH�FRPH�IXOO�FLUFOH�IURP�WKH�SUREOHPV�RI�WKH�ODVW�UHFHVVLRQ�

• &UHGLW�FDUG�GHEW�FRQWLQXHV�WR�FORXG�DQ�RWKHUZLVH�EULJKW�DVVHW�TXDOLW\�SLFWXUH�

• /DFNOXVWHU�JURZWK�LQ�FRUH�ORDQV�DQG�GHSRVLWV�SRLQWV�WR�LQFUHDVHG�FRPSHWLWLRQ�IRU�PDUNHW�VKDUH�

• 6WUXFWXUDO�FKDQJHV�LQ�IXQGLQJ�PL[�PD\�KDYH�QHJDWLYH�ORQJ�WHUP�LPSOLFDWLRQV�

&KDUW��
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0HGLDQ�IRU�&RPPHUFLDO�%DQNV

$JJUHJDWH�$YHUDJH�IRU�$OO�,QVXUHG�,QVWLWXWLRQV

0HGLDQ�IRU�6DYLQJV�%DQNV

6RXUFH���%DQN�&DOO�5HSRUWV�DQG�7KULIW�)LQDQFLDO�5HSRUWV

7LHU���

/HYHUDJH��

,PSURYHPHQW�LQ�&DSLWDO�6WUHQJWK�,V�%URDG�%DVHG�

&KDUW��
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6RXUFH���)',&�

%DQNLQJ�&RQGLWLRQV�LQ�WKH�5HJLRQ�

&RPH�)XOO�&LUFOH
$YJ�&$0(/�

5DWLQJ

5HJLRQ
V�

%DQN�)DLOXUHV



�� 6HFRQG�4XDUWHU�����5HJLRQDO�2XWORRN

5HJXODU�)HDWXUHV 5HJLRQDO�%DQNLQJ

�&UHGLW�&DUGV�&RQWLQXH�WR�(YLGHQFH�:HDNQHVV

$VVHW� TXDOLW\� FRQWLQXHV� WR� LPSURYH�� ZLWK� FUHGLW� FDUG
OHQGLQJ� WKH� RQO\� DVVHW� VHFWRU� UHIOHFWLQJ� DQ\� VLJQLILFDQW
GHWHULRUDWLRQ���$V�QRWHG�LQ�WKH�ILUVW�TXDUWHU������HGLWLRQ
RI� WKH� 5HJLRQDO� 2XWORRN�� SHUVRQDO� EDQNUXSWFLHV� FRQ�

WLQXH�WR�ULVH�WR�UHFRUG�OHYHOV��DQG�FUHGLW�FDUG�GHOLQTXHQ�
FLHV�DQG�ORVVHV�KDYH�ULVHQ�LQ�ORFN�VWHS�ZLWK�WKDW�WUHQG�

'HOLQTXHQFLHV�URVH�WR�����SHUFHQW�IURP�����SHUFHQW�RQH
\HDU�DJR�DQG�QHW�FKDUJH�RIIV�ZHUH�����SHUFHQW�FRPSDUHG
WR�����SHUFHQW� LQ� WKH�SULRU�SHULRG�� �%RWK�GHOLQTXHQFLHV
DQG�FKDUJH�RIIV�DUH�EHORZ�WKH�QDWLRQDO�DYHUDJH�� �+RZ�
HYHU�� LQ� WKLV�5HJLRQ��FUHGLW� FDUG� ORDQV�JUHZ� QHDUO\���
SHUFHQW� LQ�������ZKLFK�PDVNV� WKH� WUXH� SHUIRUPDQFH�RI
WKH�XQGHUO\LQJ�VHDVRQHG�SRUWIROLR�RI�ORDQV����,I�QHW�ORVVHV
DUH� UHODWHG�WR�RXWVWDQGLQJV�DW� WKH�EHJLQQLQJ�RI�WKH�\HDU�
WKH� 5HJLRQ©V� ORVV� UDWHV� IDOO� LQ� OLQH� ZLWK� WKH� QDWLRQDO
DYHUDJH�

&UHGLW� FDUGV� DUH� GRPLQDWHG� E\� D� IHZ� SOD\HUV� LQ� WKH
5HJLRQ� ZKR� WKXV� IDU� KDYH� GHPRQVWUDWHG� DQ� DELOLW\� WR
PDLQWDLQ�SURILWDEOH�RSHUDWLRQV�WKURXJK�GLIILFXOW�SHULRGV�
+RZHYHU�� ORVVHV� DQG�GHOLQTXHQFLHV� KDYH�ULVHQ� WR�QHDU
UHFRUG�OHYHOV�LQ�D�SHULRG�RI�PRGHUDWH�HFRQRPLF�JURZWK
DQG�ZLOO�OLNHO\�JR�KLJKHU�LI�WKH�HFRQRP\�VRIWHQV���$GGL�
WLRQDO� LQWHUHVW�UDWH� LQFUHDVHV�IROORZLQJ� WKH�UHFHQW� WLJKW�
HQLQJ�E\� WKH�)HGHUDO�5HVHUYH�DOVR�PD\�SXW�SUHVVXUH�RQ
FRQVXPHU�GHEW�SD\PHQW�FDSDFLW\���7KH�FRQVXPHU�VHFWRU
UHPDLQV�DQ�DUHD�GHVHUYLQJ�FORVH�VFUXWLQ\�

&RUH�$VVHW�*URZWK�&RQWLQXHV�WR�/DJ�WKH�1DWLRQ

$IWHU�DGMXVWLQJ�IRU�D�PDMRU�UHVWUXFWXULQJ�RI�)OHHW�)LQDQ�
FLDO�*URXS©V�1HZ�(QJODQG�EDQNLQJ�IUDQFKLVH�LQ�DQWLFL�
SDWLRQ�RI�LWV�DFTXLVLWLRQ�RI�1HZ�-HUVH\�EDVHG�1DW:HVW
%DQN��DVVHW�JURZWK�LQ� WKLV�5HJLRQ�ZDV�DSSUR[LPDWHO\��
SHUFHQW�LQ��������1HDUO\�RQH�KDOI�RI�WKH�JURZWK�DSSHDUV

WR� EH� DWWULEXWDEOH� WR� IDFWRUV�QRW� GLUHFWO\� UHODWHG� WR� WKH
5HJLRQ©V�HFRQRPLF�JURZWK��VSHFLILFDOO\��QDWLRQDO�FUHGLW
FDUG� SURJUDPV�� ORDQV� WR� RWKHU� ILQDQFLDO� LQVWLWXWLRQV�
IRUHLJQ�ORDQV��DQG�JRRGZLOO���7KH�UHPDLQLQJ�JURZWK�ZDV
FHQWHUHG�LQ�VHFXULWLHV��ZKLFK�VXJJHVWV�WKDW�ORDQ�GHPDQG
UHPDLQV�VXEGXHG�ZLWKLQ�WKH�5HJLRQ�

:KLOH�WRWDO�ORDQ�JURZWK�LQ�WKH�5HJLRQ�GLG�QRW�NHHS�SDFH
ZLWK� WKH� QDWLRQ�� VLJQLILFDQW� JURZWK�ZDV� QRWHG� LQ� FRQ�
VWUXFWLRQ� ORDQV� �XS� ���SHUFHQW��DQG� OHDVHV� �XS����SHU�
FHQW��� � $V� FHUWDLQ� UHDO� HVWDWH� PDUNHWV� KDYH� WLJKWHQHG�
SDUWLFXODUO\� DURXQG� JUHDWHU� %RVWRQ� DQG� LQ� )DLUILHOG
&RXQW\��&7��FRQVWUXFWLRQ�DFWLYLW\�KDV�VKRZQ�VRPH�VLJQV
RI�OLIH���:KLOH�WKH�UDWH�RI�JURZWK�LQ�FRQVWUXFWLRQ�ORDQV�LV
VLJQLILFDQW�� H[SRVXUH� WR� WKLV� VHFWRU� E\� WKH� 5HJLRQ©V

EDQNV� UHPDLQV� ZHOO� EHORZ� SUH�
UHFHVVLRQ� OHYHOV�� � $V� &KDUW� �� LQGL�
FDWHV��WKH�QXPEHU�RI� LQVWLWXWLRQV�ZLWK
H[SRVXUH� H[FHHGLQJ� ���� SHUFHQW� RI
HTXLW\�FDSLWDO�LV�VPDOO�UHODWLYH�WR�WKH
ERRP� SHULRG� OHDGLQJ� XS� WR� WKH� ODVW
UHFHVVLRQ�� �$W�\HDU�HQG��FRQVWUXFWLRQ
ORDQV�RI������ELOOLRQ�DSSUR[LPDWHG��
SHUFHQW� RI� DVVHWV� DQG� ��� SHUFHQW� RI
HTXLW\� IRU� DOO� LQVXUHG� LQVWLWXWLRQV� LQ
WKH�5HJLRQ���,Q�FRQWUDVW��DW�WKH�SHDN�RI

WKH� EXLOGLQJ� ERRP� LQ� ������ FRQVWUXFWLRQ� ORDQV� WRWDOHG
QHDUO\�����ELOOLRQ�����SHUFHQW�RI�WRWDO�HTXLW\��DQG�ZHUH
D�SULPDU\�FDXVDWLYH�IDFWRU�LQ�PDQ\�RI�WKH��EDQN�IDLOXUHV
WKDW�IROORZHG�

,QVWLWXWLRQV� 7DNH� 'LIIHUHQW� 5RDGV� WR� 5HVWRUH

3URILWV

)URP� DQ� DJJUHJDWH� SHUVSHFWLYH�� WKH� 5HJLRQ©V� HDUQLQJV
SHUIRUPDQFH� KDV� LPSURYHG� FRQVLVWHQWO\� RYHU� WKH� SDVW
ILYH�\HDUV��IURP�D�UHSRUWHG�52$�RI������SHUFHQW�LQ�����
WR������SHUFHQW�IRU�WKH�FXUUHQW�\HDU���$V�VHHQ�LQ�7DEOH���

&KDUW��
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6RXUFH���%DQN�DQG�7KU LIW�&DOO�5HSRUWV

&RQVWUXFWLRQ�/RDQ�([SRVXUH�5HPDLQV�:HOO�%HORZ�3UH�5HFHVVLRQ�/HYHOV

���%DQNV������RI�

(TXLW\�DV�RI������

%DQNV�ZLWK�

&RQVWUXFWLRQ�/RDQV�

!������RI�(TXLW\�

7RWDO�&RQVWUXFWLRQ�

/RDQV�WR�7RWDO�

(TXLW\�&DSLWDO����
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WKH� LPSURYHPHQW�LV� ODUJHO\�DWWULEXWDEOH�WR�FRQVLGHUDEOH
JURZWK�LQ�QRQLQWHUHVW�LQFRPH�DQG�D�VWHDG\�GHFOLQH�LQ�WKH
SURYLVLRQ�IRU� ORDQ� ORVVHV�� � ,PSURYHG�HDUQLQJV�DUH�HYL�
GHQW� IRU� LQVWLWXWLRQV� RI� DOO� VL]HV�� KRZHYHU�� ODUJH� DQG
VPDOO� EDQNV� KDYH� WDNHQ� GLIIHUHQW� SDWKV� WR� DFKLHYH� WKLV
HDUQLQJV�JURZWK�

/DUJH� DQG� VSHFLDOL]HG� EDQNLQJ� ILUPV� KDYH� DFWLYHO\
VRXJKW� RXW� PHDQV� WR� H[SDQG� DQG� GLYHUVLI\� IHH�EDVHG
UHYHQXH� VRXUFHV�� � )RU� H[DPSOH�� WUXVW� IHHV� DFFRXQW� IRU
DSSUR[LPDWHO\�WZR�WKLUGV�RI�WKH�LQFUHDVH�LQ�WKH�5HJLRQ©V
QRQLQWHUHVW� LQFRPH�DV�PHDVXUHG�DJDLQVW�DYHUDJH�DVVHWV
DQG�KDYH�EHHQ�SDUWLFXODUO\�VWURQJ�LQ�WKH�SDVW�WZR�\HDUV�
$�EXR\DQW�VWRFN�PDUNHW�KDV�FRQWULEXWHG�WR�VROLG�JURZWK
LQ� DVVHWV�XQGHU�PDQDJHPHQW�DQG� KDV� UHVXOWHG� LQ�VWURQJ
WUXVW�IHH�JURZWK���7KH�EXON�RI�WKLV�JURZWK�LV�FHQWHUHG�LQ
RQO\� WHQ�FRPSDQLHV� WKDW�DFFRXQW� IRU���� �SHUFHQW� RI�DOO
WUXVW� IHHV�� � 2WKHU� IHHV�� VXFK� DV� WKRVH� GHULYHG� IURP
PRUWJDJH� VHUYLFLQJ�� LQYHVWPHQW� DGYLVRU\� VHUYLFHV�� DQG
FUHGLW� FDUG�RSHUDWLRQV�� KDYH� JHQHUDWHG�PRVW� RI� WKH� UH�
PDLQLQJ�JURZWK�LQ�QRQLQWHUHVW�LQFRPH���7KLV�JURZWK�DOVR
LV�PRVWO\�FHQWHUHG� LQ� WKH� ODUJHU� EDQNV�DQG� VSHFLDOL]HG
LQVWLWXWLRQV�

,Q� FRQWUDVW�� PRVW� LQVXUHG� LQVWLWXWLRQV� KDYH� KDG� OLWWOH
VXFFHVV�H[SDQGLQJ�UHYHQXH�VRXUFHV�VLJQLILFDQWO\�EH\RQG
WKH� WUDGLWLRQDO� EDODQFH� VKHHW� EDVHG� PHFKDQLVPV�� � � $V
&KDUW���GHSLFWV��WKH�PHGLDQ�OHYHO�RI�QRQLQWHUHVW�LQFRPH
WR�DVVHWV�IRU�ERWK�FRPPHUFLDO�DQG�VDYLQJV�LQVWLWXWLRQV�LQ
WKH�5HJLRQ�KDV�EHHQ�IODW�RYHU�WKH�SDVW�ILYH�\HDUV�

0RVW�LQVWLWXWLRQV�KDYH�LPSURYHG�SURILWDELOLW\�WKURXJK�WKH
PRUH� WUDGLWLRQDO� PHFKDQLVPV� RI� PDUJLQ� PDQDJHPHQW�
FRVW�FRQWDLQPHQW��DQG� ORZHU� ORDQ�ORVV�SURYLVLRQV���)RU
WKHVH� LQVWLWXWLRQV��VWURQJ�QHW�LQWHUHVW�PDUJLQV�KDYH�EHHQ
WKH�SULPDU\�FRQWULEXWLQJ�IDFWRU�WR�WKH�HDUQLQJV�UHERXQG�
6HYHUDO�IDFWRUV�KDYH�FRQWULEXWHG�WR�WKLV�VWUHQJWK��LQFOXG�
LQJ� D� VWHDG\� GHFOLQH� LQ� QRQSHUIRUPLQJ� DVVHWV� DQG� D
JURZLQJ� WDQJLEOH� HTXLW\� EDVH�� � +RZHYHU�� WZR� RWKHU

IDFWRUV�VWDQG�RXW�DV�EHLQJ�FULWLFDO�WR�WKH�PDLQWHQDQFH�RI
VWURQJ�PDUJLQV�

0DUJLQV� %RRVWHG� E\� )DYRUDEOH� ,QWHUHVW� 5DWHV

DQG�0DQDJHPHQW�RI��1RQPDWXULW\�'HSRVLW�&RVWV

)LUVW��LQVXUHG�LQVWLWXWLRQV�KDYH�EHQHILWHG�IURP�D�KLVWRUL�
FDOO\�ZLGH�VSUHDG�EHWZHHQ�WKH�SULPH�UDWH�DQG�VKRUW�WHUP
PDUNHW� UDWHV�� VXFK�DV� WKH� IHGHUDO� IXQGV� UDWH��ZKLFK�KDV
DSSUR[LPDWHG�����EDVLV�SRLQWV�VLQFH��������3ULRU�WR�WKLV
WLPH��WKH�VSUHDG�DYHUDJHG�ZHOO�XQGHU�����EDVLV�SRLQWV�
7KH�ZLGHQLQJ�RI�WKH�EDVLV�EHWZHHQ� WKHVH�PHDVXUHV�KDV
KDG�D�SRVLWLYH�LPSDFW�RQ�SRUWIROLR�\LHOGV��SDUWLFXODUO\�LQ
LQVWLWXWLRQV�WKDW�KDYH�D�KLJKHU�SHUFHQWDJH�RI�ORDQV�WLHG�WR
WKLV�LQGH[�

6HFRQG�� PDQDJLQJ� WKH� FRVW� RI� QRQPDWXULW\� GHSRVLWV
�VDYLQJV�� 12:�� DQG� PRQH\�PDUNHW� GHSRVLW� DFFRXQWV�
KDV� EHHQ�D�PDMRU�FRQWULEXWRU� WR�PDLQWDLQLQJ� VWURQJ�QHW
LQWHUHVW� PDUJLQV� RYHU� WKH� SDVW� WKUHH� \HDUV�� � ,Q� �����
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0RVW�RI�WKH�5HJLRQ
V�,QVXUHG�,QVWLWXWLRQV

6KRZ�/LWWOH�*URZWK�LQ�)HH�,QFRPH

6RXUFH���%DQN�DQG�7KU LIW�&DOO�5HSRUWV

6DYLQJV�%DQNV

&RPPHUFLDO

�%DQNV

1RQLQWHUHVW�,QFRPH�$YHUDJH�$VVHWV

&KDUW��

7DEOH��

.H\�&RPSRQHQWV�RI�WKH�5HJLRQ¶V�(DUQLQJV�3HUIRUPDQFH

��RI�$YHUDJH�$VVHWV ���� ���� ���� ���� ����

1HW�LQWHUHVW�LQFRPH ���� ���� ���� ���� ����

1RQLQWHUHVW�LQFRPH ���� ���� ���� ���� ����

1RQLQWHUHVW�H[SHQVH ���� ���� ���� ���� ����

/RDQ�/RVV�3URYLVLRQV ���� ���� ���� ���� ����

1HW�LQFRPH ���� ���� ���� ���� ����

6RXUFH���%DQN�DQG�7KULIW�&DOO�5HSRUWV
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DYHUDJH�VKRUW�WHUP�PDUNHW� LQWHUHVW� UDWHV�ZHUH�DSSUR[L�
PDWHO\�����EDVLV�SRLQWV�KLJKHU�WKDQ�LQ�������� �7KH�FRVW
RI��QRQPDWXULW\�GHSRVLWV�IRU�WKH�5HJLRQ©V�LQVXUHG�LQVWLWX�
WLRQV�URVH�RQO\����EDVLV�SRLQWV�RYHU�WKDW�WLPHIUDPH�

,Q�VKRUW��D�IDYRUDEOH�LQWHUHVW�UDWH�HQYLURQPHQW�DQG�EDQN
IXQGLQJ�PL[�FRPELQHG�WR�SURGXFH�KLJK�QHW�LQWHUHVW�PDU�
JLQV� IRU� LQVWLWXWLRQV� LQ� WKLV� 5HJLRQ� IROORZLQJ� WKH� ODVW
UHFHVVLRQ���7KHVH�FRQGLWLRQV�DUH�QRW�OLNHO\�WR�ODVW�LQGHIL�
QLWHO\��KRZHYHU�

&RUH� GHSRVLWV� DW� WKH� 5HJLRQ©V� EDQNV� DQG� WKULIWV� KDYH
EHHQ� IODW� IRU� VHYHUDO� \HDUV�� � &RUH� GHSRVLWV� QRZ� IXQG
DSSUR[LPDWHO\����SHUFHQW�RI� WKH�5HJLRQ©V�DVVHWV��GRZQ
IURP����SHUFHQW�RQH�\HDU� DJR�DQG����SHUFHQW� LQ������
$GGLWLRQDOO\��WKHUH�KDV�EHHQ�DQ�RQJRLQJ�VKLIW�IURP�ORZHU
FRVW�12:�DQG�VDYLQJV�DFFRXQWV� LQWR� UHWDLO�FHUWLILFDWHV
RI� GHSRVLW� DQG� PRQH\�PDUNHW� GHSRVLW� DFFRXQWV�� � 7KLV
VKLIW��FRXSOHG�ZLWK�LQFUHDVHG�UHOLDQFH�RQ�QRQFRUH�IXQG�
LQJ�DFWXDOO\�KDV�RIIVHW�WKH�EHQHILW�WKDW�KDV�EHHQ�GHULYHG
IURP�KROGLQJ�GRZQ�FRVWV�RQ�QRQPDWXULW\�GHSRVLWV���,QVWL�
WXWLRQV�WKDW�KLVWRULFDOO\�KDYH�UHOLHG�KHDYLO\�RQ�QRQPDWX�
ULW\� GHSRVLWV� DUH� DFWXDOO\� H[SHULHQFLQJ� GHFOLQLQJ� QHW
LQWHUHVW�PDUJLQV�DV�D� UHVXOW�RI� WKH�VKLIWLQJ�IXQGLQJ�PL[�
7KLV� WUHQG� LV� OLNHO\� WR� FRQWLQXH� DQG� PD\� DFFHOHUDWH� LI
LQWHUHVW�UDWHV�FRQWLQXH�WR�ULVH�

'DQLHO�(��)U\H��6HQLRU�5HJLRQDO�$QDO\VW
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